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CAPITAL MANAGEMENT 


INFLATION CONTROL — IS IT TOO LATE? 


E are rapidly losing ground in 

the battle against inflation. The 
present drives for higher wages and 
higher farm prices, coupled with the 
bungling and mishandling of our 
manpower and price: problems, are 
threatening to loose the vicious spiral 
of price increases which would im- 
pede the war effort and bring ruin 
to the very groups most actively 
pressing for greater shares of the 
national income. 

The “‘little steel” formula which is the 
basis for the present “wage stabilization 
policy” is being threatened. Labor lead- 
ers are arguing that under this formula, 
wage rates may rise only 15% from the 
level prevailing January 1, 1941, while 
the cost of living index has already ad- 
vanced more than 20%. However, these 
leaders are conveniently overlooking the 
fact that with overtime and longer hours 
worked, the rise in wages, as contrasted 
with wage rates, for workers in their 
unions is often substantially greater than 
20%. 

The main sufferers of rising living 
costs, namely, unorganized workers, 
beneficiaries of estates, those living on 
fixed incomes and those in the lower in- 
come groups, have no spokesmen to plead 
their case effectively, and would be hurt 
further by the granting of these union 
claims. The concept that labor rates must 
keep pace with living costs is based upon 
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the tenuous theory that organized labor 
should be able to keep its living stan- 
dards virtually unimpaired at a time 
when the total supply of goods is decreas- 
ing rapidly. This special privilege of 
immunity from the sacrifices which war 
must impose on the entire nation could 
only be obtained at the expense of other 
groups such as those noted above. 


The farm bloc is keeping pace with the 
labor: bloc in its efforts to preempt a 
larger share of the national income. 
Passage in the Senate, by almost unani- 
mous vote, of the Bill permitting the ex- 
clusion of government payments to farm- 
ers from calculations of price parity is 
merely another step in the campaign 
to force still higher farm prices. This 
measure will affect particularly the prices 
of grains and thus, in turn, cause meat 
prices to rise. If the farmers’ goal is 
parity these payments should be included 
in the calculation or if prices attain par- 
ity without such payments they should be 
suspended. 


In terms of the inflation picture the 
procedure followed to date by the OPA, 
and which the Senate has recently voted 
to discard, would seem at least the 
preferable one. Moreover, the farm bloc 
is vigorously opposing the program of 
Secretary Wickard to make incentive 
payments to farmers to compensate for 
increases in costs and to stimulate the 
necessary expansion and output. It pre- 
fers the alternative of rising prices on 
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the theory that the farmer does not want 
to be subsidized. This is a strange plea 
from a group which has accepted subsi- 
dies aggregating eight hundred million 
to a billion dollars annually over the past 
decade, and a group which in the next 
fiscal year is to receive similar subsidies. 
If farm prices are permitted to rise so 
will living costs, and labor will be able 
to contend that it is entitled to a further 
rise in wage payments to compensate. 
There is no end to this vicious cycle un- 
der a weak-kneed government policy. 
Two other factors aggravating this sit- 
uation in the coming months will be the 
steadily declining volume of new goods 
reaching the markets and the inroads 
made on existing inventories on the one 
hand, and the failure to siphon off or 
defer the growing volume of excess pur- 
chasing power on the other. To some 
extent the tremendous pressures at work 
have been obscured by the cushion of 


RUMORS DISTURB 


HE old canard about writing to 

Washington to replace a missing 
ration book and receiving by mistake a 
book designed for some unrationed item, 
such as clothing, is now making the 
rounds. This same story made its ap- 
pearance in Canada several months ago. 
The facts prove it to be ridiculous: 


1. Lost ration books are replaced by 
local boards, not by Washington. 


2. The suggestion that they contain 
the date April 1st is obviously a fabrica- 
tion since ration books contain no dates. 

3. If ration books were printed (and 
there is no evidence that they are) this 
would still not indicate the imminent ra- 
tioning of such a product. For example, 
England printed ration books for meat, 
butter, bacon, ham and other products 
in 1938 and these were not used until 
1940—long periods of preparation are 
necessary. 


4, Just as the “sugar ration card” was 
used to ration shoes, so ration book #2 
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large inventories. As these inventories 
become smaller the task confronting the 
authorities in controlling prices will be- 
come far more difficult. It is time that 
Congress, representing the entire peo- 
ple, not the farmers, not labor, but the 
entire population, adopted a program in 
the national interest to prevent the re- 
curring demands of these pressure 
groups. This program will not wait— 
tomorrow will be too late. 


Trustees have an important role to 
play if they are to protect their clients 
against the selfish tactics of these labor 
unions. There is as never before press- 
ing need for a strong, organized voice 
for those who represent the interests of 
savings and who should be in a position 
to counsel wisely and effectively in mat- 
ters involving the soundness and stabil- 
ity of the nation’s credit, capital and cur- 
rency. 


WAR PRODUCTION 


could be used to ration clothing if the 
authorities decided that were necessary. 

5. Officials have announced that there 
is more wool available today than there 
was last year and that no rationing of 
clothing is contemplated for the imme- 
diate future. - 

The relationship between such rumors 
and war production is often not clearly 
perceived. However, when runs start on 
such products, workers in war industries 
frequently stay away from their jobs and 
stand in line to get their share. Anyone 
spreading such rumors is therefore help- 
ing the enemy and interfering directly 
with war production. Here is an oppor- 
tunity for trustees to exercise leadership 
in their communities by making it their 
business to be well informed on the facts, 
and.to take the lead in debunking such 
rumors. It will reflect to the credit of 
businessmen to prove that they are well 
posted on the war economy, and to the 
benefit of war production to allay un- 
founded fears. 
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SOCIAL SECURITY AND PRIVATE SAVINGS 


OVERNMENT plans for extension 

of “social security” have not yet re- 
ceived the careful consideration they 
should have from those whose traditional 
function it has been to provide financial 
security to the saving classes. Trustees 
and insurance companies are particularly 
concerned but the entire business world 
stands to be vitally affected by whatever 
version of the Beveridge Plan or any 
other (such as the Swedish program) 
may become the law of this land. The 
trend is definitely toward broadening the 
base and variety of ‘benefits under State 
guarantees. 

The danger lies in the economic illiter- 
acy of many voters, and of government 
theorists or academic idealists who put 
the distribution cart ahead of the pro- 
duction horse. “Freedom from Want” 
has been heralded and praised as one of 
the cardinal principles or aims of the 
post-war world; it is important that we 
do not fail in such a worthy objective 
for want of realistic understanding of 
the tools with which we have to work, 
else it will become a subsidy to indigence. 
Financial guarantees require the backing 
of purse as well as heart. The source of 
any insurance money must be actuarially 
and economically sound, and come from 
any increasing stream of wealth produc- 
tion, or the scheme will fall apart when 
most needed: in times of adversity. 


All-out social security is one of the 
most important economic as well as poli- 
tical issues of the coming days—a main 
plank of the home front in the next elec- 
tions. It brings us face to face with a 
fundamental issue: To what extent can 
we provide the premiums of national in- 
surance without overloading and causing 
breakdown of the whole objective, and 
without destroying individual incentive? 
To what extent are we willing to support 
those who refuse to work when given 
suitable opportunity? Relief policies of 
the federal and many state governments 
have abetted rather than prevented idle- 
ness, and this policy must be reversed. 


Industrial civilization, in which most 
are powerless to fend for themselves, 


where freedom has often meant freedom 
to starve as well as to work, imposes ob- 
ligations of enlightened selfishness to 
mutualize unavoidable economic risks. 
Private philanthropy, always haphazard 
and imperfectly coordinated, faces great 
setbacks through decimation of those 
classes who bore the brunt in the past; 
society or industry must step in. But it 
must not over-reach itself; we have seen 
the greater perils of default or repudia- 
tion in our own and other lands, both on 
private and public guarantees not backed 
by sufficient stable values. 

It has always seemed unfortunate and 
ill-advised that our own Social Security 
program of old-age and unemployment 
benefits did not give adequate considera- 
tion to private provision of insurance 
and pension or industrial unemployment , 
reserves. If this error is repeated and 
extended, if no alternative is left to indi- 
viduals to choose between qualified pri- 
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vate systems and government programs, 
the effects are likely to be more harmful 
than helpful. The life insurance indus- 
try in particular would be dried up, per- 
haps at best relegated to the fringes of 
financial usefulness; savings banks would 
lose much of their necessity for service 
in the minds of those who feel that all 
major contingencies are adequately—or 
even mainly—taken care of by govern- 
ment insurance. Some would naturally 
desire to provide more than the forced 
level of reserves, and would find use for 
the trustee company, but perhaps to a 
lesser extent the insurance company and 
savings bank, since many will consider 
basic necessities covered by guarantees 
of any sweeping social security program. 
Most people might be encouraged to feel 
a false sense of security—that they need 
do nothing extra for themselves, that 
they need only lean on a paternalistic 
government. The implications of such 
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an attitude on the part of a large body 
of voters could only spell ruin, for them- 
selves as well as the provident workers. 
Private investment, and therefore insti- 
tutional, would be seriously diminished 
and the major pool of savings be diverted 
to government direction and control. 

The general effect can be extremely 
vitiating if “social security” goes above 
subsistence levels or is viewed as a one- 
sided obligation. After all, private in- 
dustry and finance are primarily inter- 
ested in “prosperous customers,” not in 
votes, and it is they who should be en- 
couraged to provide an acceptable basic 
system of reserves for workers. The 
others who would be beneficiaries are in 
another class, either voluntarily chronic 
slackers or unfortunate victims of eco- 
nomic incapacity, and should be distinct- 
ly treated as such, the one by deprivation 
of benefits, the other by honest social 
charity. 


CANADA ADOPTS PAY-AS-YOU-GO 


HROUGHOUT the war period the 

Canadians have frequently indicated 
their willingness to adopt any measures 
which would facilitate the conduct of the 
war on the home front. The latest evi- 
dence of this attitude is the announce- 
ment by Finance Minister Ilsley that 
Canada will adopt a pay-as-earn income 
tax plan. Income taxes which are cur- 
rently collected at the source or paid in 
quarterly installments are to apply to the 
tax due against 1943 income. The an- 
nounced aim is to collect 95% of the total 
personal income tax in this manner. He 
estimated that the higher deductions 
which will become effective April 1st 
under this plan will increase the revenue 
of the government by about $115,000,000. 
this year. Special arrangements are be- 
ing made for farmers, who will be re- 
quired to pay two-thirds of their esti- 
mated tax at any time up to December 
81st with the balance payable the follow- 
ing March. 


The rapid adoption of this plan in Can- 
ada is in sharp contrast to the dilatory 


tactics followed in this country, and 
should be suggestive to our legislators. 
As successive compromises are presented 
to Congress, it becomes increasingly clear 
that the relatively simple plan presented 
by Mr. Rum|] still remains the most ef- 
fective program for switching to a pay- 
as-you-go basis. 


Bill to Reduce FDIC Assessment 


Senator Wagner has introduced a bill to 
exempt from FDIC assessments and compu- 
tation for reserve requirements, Govern- 
ment deposit balances with banks under 
war loan account for the duration of the 
war and six months thereafter. As Pro- 
fessor Marcus Nadler pointed out at the 
Pennsylvania Mid-Winter Trust Confer- 
ence, the assessment ought to be reduced 
because bank deposits have increased very 
sharply due to the purchase of government 
securities, and because the asset structure 
of the banks has, by virtue of the increas- 
ing proportion of government securities in 
the portfolio, undergone considerable change 
since the establishment of the FDIC. 
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EFFECTS OF FORTY-EIGHT HOUR WEEK 


HE Order of the War Manpower 

Commission to increase the number 
of hours to forty-eight in designated 
areas has two aspects: its effect upon 
available manpower, and its relationship 
to inflation. By expanding the working 
time of some members of labor and cleri- 
cal forces, it is anticipated that a num- 
ber of their fellow-workers will be re- 
leased for work in war industries. Ini- 
tially, the Order is to apply to designated 
areas where there is a scarcity of labor. 
To utilize our manpower efficiently, this 
Order will have to be extended to other 
areas. It is unlikely that such manpow- 
er will be released in the critical areas 
as a result of this Order; many non-war 
factories in those localities have already 
had to adopt a longer work week because 
of the acute shortage of labor. And in 
cases where this has not been done the 
restraining factor has been the inability 
to pay time and a half under existing 
price ceilings as is required for work 
hours exceeding forty a week. Moreover, 
Price Administrator Brown has already 
announced that in cases where it would 
necessitate higher prices, he would con- 
sult the Manpower Commission about the 
possibility of exempting such firms 
rather than permitting higher prices. To 
the extent that such exemptions are 
granted, of course, they would nullify the 
objective of releasing labor. 


The recent refusal of a Selective Ser- 
vice Board in Nebraska to defer 7 rail- 
road workers because they did “‘not feel 
justified in taking a man who works 6 or 
7 days a week rather than one who works 
but two days a week” has focused atten- 
tion on the “featherbed” rules of railroad 
labor. Will the 48 hour ruling also apply 
to them despite union contracts? This 
situation will give occasion for the Ad- 
ministration to indicate whether we are 
fighting an “all out” war, or are willing 
to countenance the made-work conditions 
that grew up in an era of surplus labor. 
A comprehensive program would include 
provision for transfer of workers from 
surplus to scarcity areas, including mov- 
ing expenses, living allowances for the 


period of adjustment, and the develop- 
ment of adequate housing facilities for 
transferred workers and their families. 
Provision should also be made to finance 
all necessary return of these workers to 
their original homes when the period of 
their war employment ends. 


The payment of time and a half for 
the extra hours worked is definitely in- 
flationary. Workers receive a 30% in- 
crease in salary but the expansion in out- 
put will only be 20% by time, though it 
may be more or less according to rapidity 
of work and availability of material and 
machines. In light of this disparity be- 
tween the increase in income payments 
and the increase in output, Mr. Brynes’ 
observation that “Paying more for the 
same work makes for inflation. Paying, 
more for extra work does not’”—with the 
implication that this new Order falls into 
the latter category—is inaccurate. If 
companies affected by the Order are 
making excess profits, the result will be 
a decrease in the revenues of the Govern- 
ment, which will therefore be indirectly 
financing these payments for overtime. 
If, on the other hand, the higher pay- 
ments come out of the profits of the 
corporation, money will flow to those with 
a greater propensity to buy civilian 
goods, namely workers, and hence the 
pressure for inflationary price rises will 
be increased. 


The development of a forty-eight hour 
week to increase the productivity of our 
labor force is inescapable in light of the 
labor shortage. But by limiting its ap- 
plication to areas where there is a scar- 
city of labor relatively few workers will 
be released for war work and by insist- 
ing upon the payment of overtime at the 
rates of time and a half it adds to the 
fires of inflation. Since the sole objective 
is supposedly increased productivity, in 
the face of greater demands of the mili- 
tary on the labor supply, it suggests a 
failure to come to grips with the source 
of the trouble, in eliminating the stultify- 
ing provisions of the Wagner Act and 
made-work regulations. 





T is a temptation to evade the issue of 
how we are going to carry or pay off 
our huge war debt. Some government of- 
ficials have followed the poor example of 
evading the question by saying it is “too 
iffy”; others callously dismiss the matter 
by saying that it doesn’t matter because 
“we owe it to ourselves.” The latter 
argument should be scotched before we 
lose all sense of economic justice: it 
makes a great deal of difference to the 
fellow who has saved and invested his 
surplus income in war bonds (or corpo- 
rate securities for that matter). A can- 
cellation of any part of that obligation, 
as by devaluation, inflation or other 
methods of subtle repudiation, would be 
a subsidy to those who squander or add 
to the dangerous purchasing power pres- 
sure during the war; it would hardly be 
an attractive or honest basis on which 
to encourage war savings by either em- 
ployees or employers. Why must sup- 
posedly responsible officials of govern- 
ment have to be educated in the rudi- 
mentary fact that “ourselves” are two 
groups: those who invested in the gov- 
ernment debt (directly or through sav- 
ings banks, insurance, pension or other 
trusts and reserves), and those who have 
not; and that the former have varying 
amounts of bonds. Must they keep on 
trying to rob Peter the Saver to pay Paul 
the Profligate? 


As to the neat turners-of-phrases who 
have little faith and courage and hope, 
who say it is “too iffy,” we might ask: 
“Is it too iffy to make plans—military, 
economic and political—on the assump- 
tion that we will win the victory?” Our 
job is to face the issue and do everything 
in our power to lay a solid groundwork 
to see that these obligations, made in 
reliance on the good faith of government, 
are met. The real question remains; 
How? Here the same answer underlies 
all post-war preparation: provision of 
fullest possible productive employment 
of men, machines and money. Not a 
glorified W.P.A. of expenditure for non- 
self-liquidating projects, not paternalistic 
handouts of more economic horseradish 


DANGERS OF UNAMORTIZED “PERPETUAL” DEBT 
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in the form of unearned social subsidies, 
but in opportunities for work, for wealth 
creation and building. 

This alone can provide the wide basis 
necessary for supporting the mountain 
of debt and reducing its burden. Wars 
are paid for not only out of current pro- 
duction but also from past and future 
capital and labor. A greater proportion 
of voters than ever will come out of the 
war with a considerable stake in this 
debt. They must be brought to realize 
the danger of eliminating restraints on 
debt creation beyond their willingness to 
pay it back; amortization is the only way 
to keep faith and be prepared against 
possible further emergency. It has been 
argued that the burden of four or five 
billion debt service, added to retirement 
through taxation, would stifle initiative; 
but initiative would be far more im- 
periled by the discouragement of savings 
which would result from depreciating 
their value or their earning power. 

The maturity basis, rather than the 
“consolidated” perpetual bond, is a con- 
tinual reminder of the people’s mandate 
that obligations are undertaken to be 
met—the foundation of all credit, sav- 
ings and confidence. That we shall have 
a huge debt for a long time is obvious, 
but no excuse for failure to meet our 
promises to the best of our ability, and 
to start the readjustment of our “intra- 
mural” accounts. Perpetual debt and 
“consols” will only give support to the 
demand for government control over 
money value and interest rates. And if 
national income goes down sharply for 
an extended period, repudiation would be 
invited if not made inevitable. Our ef- 
forts had best be directed, as have the 
English, to increasing taxable wealth, 
through creation of incentive to saving 
and productivity. 


Jack & Heintz, Inc., maker of airplane 
parts, is pouring 80 per cent of its net 
profits into a reserve fund to provide work 
for its 6,200 associates (employes) in the 
post-war readjustment period. 
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CURRENCY INFLATION? 


HE authority of the Treasury to is- 

sue the $660 million of National Cur- 
rency which was recently placed in cir- 
culation has been challenged. These 
notes are supposed to be Federal Reserve 
bank notes, but under the law only Fed- 
eral Reserve Banks may issue such 
notes, upon putting up the proper se- 
curity. If they had been issued by the 
Federal Reserve, the Treasury could only 
have access to them through funds raised 
by the use of its powers to tax or to bor- 
row. Under the method adopted for their 
issuance, however, it has been unneces- 
sary for the Treasury to borrow or tax. 
These notes, therefore, represent cur- 
rency inflation in the judgment of Dr. 
Walter Spahr of New York University. 
The following colloquy before a hearing 
of the Sub-Committee of the Committee 
on Appropriations gives official support 
to this point of view: 


Representative Keefe: “The situation 
simmers down to this, as I understand it, 
that the Treasury is simply issuing some 
unissued Federal Reserve bank notes, 
which are not different, in the last anal- 
ysis, from unsecured greenbacks. That 
is, they simply have behind them the 
full faith and credit of the United States 
Government.” 


Under-secretary Bell: “That is right.” 


Moreover, although these notes state 
on their face that they are “Secured by 
United States Bonds Deposited with the 
Treasury of the United States Or By 
Like Deposit of Other Securities” Mr. 
Bell has testified that “There is no bond 
behind them.” Although the amount in- 
volved is as yet relatively small in terms 
of our current financial needs, it must 
be remembered that currency inflations . 
in other countries have also started in a 
small way. The excuse of Treasury offi- 


Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 





220 


cials that this method of handling the 
matter was necessary because of “a sav- 
ing of 225 thousand manhours in print- 
ing alone and 45 tons of paper in addi- 
tion to substantial quantity of nylon and 
ink,” is not valid since similar savings 
would also have been effected if they had 
been issued legally through the Federal 
Reserve System. 

If Dr. Spahr is incorrect in his allega- 
tion (and from the material available 
this does not appear likely), the Treas- 
ury should immediately indicate the facts 
supporting the legality of this transac- 
tion. The re-discovery of an old method 
of financing wars by printing currency, 
if left unchallenged, might be followed 
by subsequent issues, with the inevitable 
disruption of our monetary system which 
such an ill-advised program would cause. 


QQ. - 


A. L. Wilson has been appointed chief 
examiner at the Detroit branch of the Fed- 
eral Reserve Bank of Chicago. 
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New Spirit of Trusteeship 


A stricter sense of trusteeship, if Amer- 
ica is to be saved from the perils of finan- 
cial inflation and moral deflation, is needed, 
according to the Rev. Dr. Ralph Sock- 
man of Christ Church, Methodist, New 
York. 


“A man of honor exercises more care in 
handling trust funds than in managing his 
own money,” he said. “Our laws are gear- 
ed to the same principle. We have strict 
regulations as to what investments are 
legal for trust funds, but this sense of 
honor which applies to private trusts by no 
means extends to public trusts. Think how 
the cost of this war could be reduced if 
public moneys were spent with the same 
care that men use in their personal bus- 
iness. It is high time to tighten up our 
sense of public trusteeship. 


“Tf, as Edmund Burke said, society is a 
contract between the dead, the living, and 
the yet unborn, then our nation is a legacy, 
a trust and an investment. We need to 
awaken a humbling sense of gratitude for 
the legacy which our fathers left us. Our 
blessings were bought with a price. To 
squander them is to betray our beloved 
dead. We need a more vivid sense of the 
price paid for our free institutions at Valley 
Forge and Gettysburg. Most of all, we 
need to feel the cost of Calvary. 


“We hold in trust the values for which 
brave men are giving their lives. That fact 
should restrain us from every personal and 
public extravagance. We should weigh 
what is worth living for against the back- 
ground of what is worth dying for. We 
shall have to render an account of our 
stewardship to the returning soldiers and 
woe be to the individual, the politician or 
the church that has squandered these pre- 
cious days in selfish indulgence or reckless 
waste.” 


ee J 


A. I. B. Meeting 


The wartime conference of the American 
Institute of Banking, which will replace the 
Institute’s 41st annual meeting in Chicago 
on June 9-10, will be devoted primarily to 
the essential business of the Institute and 
a study of its training program and the 
manpower problem which confronts the 
banks. : 

Attendance at this conference is being 
restricted in accordance with the request 
of the Office of Defense Transportation. 
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DEMOCRATIZING THE DEBT 


New Types of Federal Bonds for War and Post-War Finance 


PAUL HAENSEL 


Professor of Public Finance, Northwestern University* 


HE remarkable success of the 

December Victory Fund Drive 
should not conceal the dangerous im- 
plications and potential pitfalls in the 
development of our public debt which, 
in the course of the war, may rise to 
300 billion dollars. This would mean 
that coupon-clipping will become an 
important source of income to many 
persons. 

If we add together interest, amortiza- 
tion payments (which may involve a 
yearly expenditure of over 15 billion dol- 
lars for the Treasury) and enormous 
new expenditures for post-war recon- 
struction and for social security, the na- 
tion will be compelled to develop its pro- 
ductive forces tremendously to meet the 
bill. This will require longer hours of 
work, considerable new investment and 
much greater output. Somebody must 
work for the coupon-clippers and 
through a system of taxes, pay them. 
However, the tax burden for corpora- 
tions and investors must be lowered or 
we will face an enormous unemployment. 
On the other hand, war bond holders 
must be given sufficient op- 
portunity to transform 
their government bonds in- 
to investment in trade, in- 
dustry, agriculture, trans- 
portation and real estate. 


*Dr. Haensel, graduate of Mos- 
cow University and Dean of its 
Institute of Economics from 1909- 
16, a director of the Imperial Bank 
of Russia and president of finance 
section of Institute of Economic 
Research in Commissariat of 
Finance 1921-28, has been prom- 
inent in recent years in American 
university work and as author of 
books on public finance—including 
‘“nheritance Taxation,’’ published 
in German and Russian. 


PAUL HAENSEL 


Government bonds, except the Series 
E Savings Bonds, are issued at a low 
rate of interest, and the fact that Series 
E Savings Bonds may be redeemed at 
any time is a dangerous feature. Despite 
the variety of issues available the diver- 
sification of bonds issued is not suffi- 
ciently great. The Series E remains in 
substance the only kind of bonds suit- 
able for the comparatively small saver. 
New types of war bonds are urgently 
needed. The following suggestions are 
intended to be indicative rather than 
exhaustive of all the alternatives. 


Annuity Bonds 


Elderly savers should be given an op- 
portunity to buy annuities issued by the 
Treasury. These may be Life Annuities, 
similar to those used in Great Britain, 
or annuities for definite terms of years. 
In Great Britain this business is done 
through the post offices. Although such 
annuities may compete with private in- 
surance initially, arrangements may be 
made to soften the conflicting interests 
and to permit future absorption of an- 

nuity contracts made with 
the Treasury by contracts 
with private insurance com- 
panies. 


Life annuities will be ac- 
quired chiefly by elderly 
people, whereas annuities 
for definite terms of years 
will be used chiefly to 
create educational trusts 
for children, to meet ma- 
turing debt, etc. This busi- 
ness could’ be _ handled 
through the Postal Savings 
Banks. 
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Home Acquisition Bonds 


Another variety of bonds that could 
be issued by the Treasury would aim at 
providing facilities for future invest- 
ments. An example would be “home ac- 
quisition bonds” which would permit 
bondholders to apply the par value of the 
bond plus interest against the purchase 
of a house. The Treasury may be gen- 
erous in granting higher interest on such 
bonds since the money will be applied to 
a definite useful investment, and one 
which will foster post-war productivity. 

Similarly we could issue special farm 
savings bonds carrying the privilege of 
purchasing a farm on particularly easy 
terms after the war or for buying farm 
machinery, cattle, etc. These bonds could 
be accepted at par value plus interest by 
firms trading in these commodities, per- 
haps through the facilities of the Farm 
Credit Administration. 


Gold Bonds for Foreign Traders 


Gold bonds should be offered by the 
Treasury, entitling holders to purchase 
a certain amount of gold in specie at $35 
per ounce after the war, with the right 
of transfer abroad. Only the principal 
should be repayable in gold at 90 days 
notice and in amounts of not less than 
100 oz. Such bonds could yield a very 
low rate of interest and still be very 
attractive, chiefly to firms engaged in 
foreign trade and transactions. 


Special Occasion Bonds 


Particular attention should be given 
to an issue of bonds which could be re- 
deemed without loss of interest (as is the 
case with savings bonds when cashed be- 
fore the 10 or 12 year maturity term) 
on definite occasions fitting family events 
or the need for investment. An experi- 
ment of this kind was lately tried in 
Vichy, France, but it is difficult to say 
with how much success. 


For instance, in case of marriage, a 
bond may be cashed at par after the war 
and before maturity. The same in the 
event of the birth of a child later than a 
year after the subscription to the bond 
or in case of death of the holder or mem- 
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bers of his family. Insurance bonds 
could also be issued covering funeral ex- 
penses. 

They might also be made acceptable 
at par in payment of federal estate taxes. 
This privilege would practically amount 
to providing an estate tax anticipation 
bond. 


Trade Rehabilitation Bonds 


The need to rehabilitate many small 
trade and industrial enterprises which 
closed during the war suggests another 
type of bond. When an establishment is 
closed, the owners should be permitted 
to invest their assets in “trade rehabilita- 
tion bonds” which may be cashed at par 
with interest after the war. Since re- 
habilitation of this kind will mean an 
increase of productive forces of the na- 
tion the interest paid should be high and 
attractive. There will be difficulties of 
administering this service but they are 
not insurmountable. 


Psychological Factors in Bond Sale 


There are many psychological factors 
which must be taken into consideration 
when appealing to the man in the street 
to subscribe to government bonds. It is 
a problem of “democratizing” the public 
debt. Any democratization of public 
debt means less pressure for sales to 
commercial banks. In Europe the Postal 
Savings banks usually played an impor- 
tant role in this connection. 


It is also important that the purchaser 
be informed that government securities 
will be kept free of charge or that he 
may subscribe to definite kinds of gov- 
ernment bonds without any special 
formalities and simply by receiving non- 
transferable certificates (similar to those 
issued now by the postal savings banks 
for deposits) testifying subscription and 
regularly adding interest to the deposit 
account. This will amount to a system of 
“Inscriptions into the Government Debt 
Book” as practised in Europe. It simpli- 
fies subscriptions to various kinds of gov- 
ernment bonds and eliminates the neces- 
sity of keeping them. For the Treasury 
there is the great advantage that the 
names of the holders of bonds are known. 
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i.e. the bonds are automatically regis- 
tered and cannot escape either the in- 
come tax or the estate tax. 


* * * 


Steps should also be taken to facilitate 
handling of cash and savings of men in 
the Armed Forces. These men should 
be permitted to have a postal savings 
account at their training camps or 
schools with the right to draw upon them 
at various postal offices when transferred 
to other camps. 

In case of death the amounts on depos- 
it should be transferred to a designated 
heir without payment of any death taxes. 
Such measures will greatly increase the 
deposits in the Postal Savings system 
which could use them to buy government 
bonds. 

We should also introduce travellers’ 
checks for men in the Services to facili- 
tate payments in present conditions of 
great mobility. 


War Loans Near $6,090,000,000 


Nearly $6,000,000,000 of war production 
loans and commitments by 414 of the na- 
tion’s larger banks were outstanding on 
December 31, according to the quarterly 
report of war lending activity prepared by 
the American Bankers Association. The 
survey shows that bank loans and commit- 
ments for financing the manufacture of 
armaments and war supplies increased 
$887,000,000 during the fourth quarter of 
1942. 

Of the $5,922,000,000 of total loans and 
commitments outstanding at the end of the 
year, $913,000,000 were for construction of 
war plants and factories, and $5,008,000,000 
for the purchase of raw materials and 
other production expenses. Although the 
total for war plant construction represents 
a slight decline below the amount out- 
standing at the end of the third quarter 
of 1942, the total for production of war 
supplies and equipment is an increase of 
$1,022,000,000 over the amount of these 
loans outstanding at the end of the third 
quarter. These changes reflect the fact 
that construction of new plants and fac- 
tories has passed its peak and that an in- 
creasing amount of goods and supplies is 
now rolling from the factories. 


Call on the 


MARINE 


for ancillary 
administration in 


New York State 


O attorneys and trust compan- 
ies of other states, the Marine 
Trust Company of Buffalo offers 
complete ancillary administration 


service. 


Our affiliation with 19 other Marine 
Midland Banks throughout the state 
gives you the additional advantage 
of having a fiduciary with close con- 
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OPPORTUNITY 


An eastern chemical company with an 
excellent standing and record of growth 
wishes to strengthen its legal and secretarial 
department. It has in mind one or more 
men between the ages of 35 and 45 with 
legal training and background, who are, 
however, interested in industry and in the 
work and opportunity an industrial com- 
pany offers. Experience with problems 
arising out of tax, social security and labor 
legislation, as well as with insurance, real 
estate and commercial contracts would be 
desirable but is not essential. 

Replies should give details of education 
and experience and some indication of ini- 
tial salary expected. A photograph should 
be included if possible. All letters will be 
acknowledged and treated in confidence. 
Box A-23, Trusts anp Estates, 50 E. 42 St., N. Y. C. 
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BALANCING ECONOMIC POWER 


How Bigness Leads to Restriction of Individual and 
National Productivity 


HON. JOSEPH C. O’MAHONEY 
United States Senator from Wyoming 


HAT the democratic philosophy 

of social, political and economic 
organization is now facing its great- 
est test, no one, I’m sure, would be 
bold enough to deny. The danger, 
however, is far greater than that 
which is represented by the military 
power of the Axis. It is to be mea- 
sured by the extent to which the ideas 
o* the authoritarian state have 
spread, even subconsciously, among 
our own people. In America there 
are people who believe that democ- 
racy and the capitalistic system are 
out-moded and who are confident that 
out of the war will come a new social 
and political order based upon the 
principles of totalitarianism. 


The task we must assume when the 
war is over will be not only the restora- 
tion of civilian industry, but the restor- 
ation of authority of the citizen over 
his government and over the organiza- 
tions through which his economic needs 
are served. Public debt, in the years to 
come, will challenge the loyalty of our 
people to “the American way of life” 
in a degree greater even than the chal- 
lenge by which they are now confront- 
ed. Something more than 25 billions in 
1919, when the World War debt cost the 
government $1,054,000,000, it is already 
more than 100 billions. 


We must realize that though the gov- 
ernment may create a debt, only the 
people can pay it. Production by the 
people is the only dependable source of 
government revenue. The supreme task 
of a democracy therefore is to enable 
the people to produce. The only alter- 
native is some form of national social- 
ism. 


Rule from the Top 


T is only because we have lost sight 

of the fact that government should 
be only the servant of men, that even 
here in this country, as well as in the 
Old World, government threatens to be- 
come our permanent master. Local de- 
sires and needs have increased more 
rapidly than the capacity of local rev- 
enue to meet them. Inadequacy of local 
revenue in turn proceeds from the in-. 
ability of local enterprise to hold its 
own with national enterprise. The strug- 
gle has been constantly becoming more 
unequal as the emphasis and scope of 
economic life during the past half cen- 
tury have been turning steadily away 
from the local to the national sphere. 
This has been necessarily accompanied 
by a steady expansion of the power and 
activity of the central government and 
a steady contraction of the effective 
powers of local government. 


When the ideals and principles of 
democratic society were developed, land 
was the principal source of economic 
income, and business activity, like the 
land itself, was principally local. In 
the early days of our history whenever 
men found themselves oppressed or con- 
fronted by an economic depression they 
could move on to new land and there 
earn their own living in their own way 
with their own labor and the resources 
of nature. After the Civil War the 
problem of readjusting the lives of the 
men who had fought the Civil War was 
solved in the building of the transcon- 
tinental railroads and the settlement of 
the Great West. After the World War, 
when our economy had become indus- 
trial, we found the means of readjust- 
ment in the building of motor roads and 
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automobiles, airplanes and radios and 
all of the devices which have made the 
modern economy so luxurious. 


Democracy in Business 


S our economy changed from an 

agricultural to an industrial one, 
from local to national, it also changed 
from an individual economy to a group 
or organizational economy and we have 
never taken the time or the thought to 
adjust these organizations of the mod- 
ern world to the lives of individuals. In 
that failure lies not only the cause of 
the present war, but the challenge to 
democracy. Unable to support them- 
selves in the complex economic order of 
our day, unable to command their own 
jobs and make their own living on their 
own land or with their own tools, peo- 
ple have turned to government for sup- 
port and when they do that they under- 
mine democracy. 


Political democracy depends absolute- 
ly and completely upon economic demo- 
cracy. There can be no such thing as a 
free government without free enter- 
prise. There can be no free enterprise 
without the right of private property. 
We have no recourse except to make 
certain that, first of all, the right of the 
individual to support himself shall be 
protected. How much more true is it 
that no subordinate organization under 
the government should exercise that 
power. Through the law the people 
must, if they are to protect their own 
rights, lay down the standards of re- 
sponsibility and conduct which shall 
guide the groups which they permit to 
come into existence. Only thus can 
group activity be preserved from col- 
lectivism. 


Individual vs. Community Interests 


N this war effort we are of necessity 

utilizing not local enterprise, not 
small business, but the resources of the 
huge economic and political organiza- 
tions which have been the product of 
our time. It was also necessary for the 
government itself to assume complete 
power over the economic system. So 
we see that Big Business leads directly 
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to Big Government. We miss the whole 
threat to the democratic ideal if we fail 
to realize that the essential mark of con- 
centration of economic power in govern- 
ment and in huge economic organiza- 
tions is that they are controlled from 
the top instead of from the bottom in 
the democratic way. 


The independent private businessman 
and worker have been giving way to the 
employee, for even the executives of Big 
Business are today jobholders in exact- 
ly the same manner, if not to the same 
degree, as the wage worker. The men 
who occupy places of responsibility and 
indeed even those who occupy minor 
positions of more or less security with 
the huge economic organizations fre- 
quently have more loyalty to the organ- 
izations with which their economic lives 
are bound up than to the communities 
of which they are citizens. 


Preserving the Source of Prosperity 


IG Labor, like Big Government, has 

been a product of Big Business, 
and here again the tendency is to gov- 
ern from the top down instead of from 
the bottom up. Abuses in the field of 
labor, as in the field of business, often 
tend to be exaggerated. But prosperous 
business is the only guarantee that 
labor has that it may earn good wages. 
Steadily employed labor at good wages 
is the only guarantee that business has 
of a market in which it may dispose of 
its goods and services with profit. The 
best way to increase government rev- 
enue is to improve business, private 
business, and thus to increase employ- 
ment by private enterprise. 


Mankind is in search of the formula 
by which the responsibilities and duties 
of each group may be defined and demo- 
cratic controls established. Instead of 
each of these various divisions of so- 
ciety grasping for the last ounce of ad- 
vantage for its own members and there- 
by following the sad pattern of the past 
in which wars over the ownership and 
distribution of a scarcity have seemed 
to dominate history, we must step for- 
ward into the new era of abundance 

(Concluded on page 236) 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


ROLE OF GOVERNMENT IN POST-WAR WORLD 


HAROLD E. STASSEN 
Governor of Minnesota 


HE workers of America have a greater 
respect for the American industrial 
system, for individual enterprise and man- 
agement initiative now, than they have had 
for many years. The workers have ob- 
served at close hand, in the production of 
the vital means of victory, the results of 
the management and the initiative and in- 
genuity of our American industrial system. 
And, on the other hand, they have had an 
unusual and new opportunity to observe 
by personal experience the contrasting in- 
efficiency and delays of governmental oper- 
ations, in rationing, in manpower, and the 
many activities of the government. They 
are seeing at close hand the difference be- 
tween a system of private operation and of 
governmental operation, and I do not be- 
lieve that they would contemplate for a 
minute government supervision and com- 
plete operation as being in any way a 
desirable substitute for what they see ac- 
complished by industry. Soldiers and sailors 
will have that same respect for our system. 
They are now receiving in quantity the im- 
proved results of American production. 


No Extreme Alternatives 


This public opinion will be the most impor- 
tant asset in meeting post-war problems. We 
should guard against dissipating it through 
any prolonged period of unemployment or 
any callousness toward the welfare of our 
fellow men in America. Our post-war en- 
vironment must be one in which our great 
industrial and economic system, with its 
mass production methods, has an opportun- 
ity to reach reasonably full effectiveness. 


This will require some significant read- 
justments in our thinking. We have tended 
to think too much in terms of extreme al- 
ternatives. We have discussed our total 
problems on the basis that private enter- 


From address before the North Eastern Retail 
Lumbermen’s Association, January 28th, 1943. 


prise must completely answer them, or, in 
the alternative, that government must take 
over and answer them. We might well find 
that the best answer will be a joint answer. 
A government that concerns itself with the 
humanitarian approach toward its citizens 
caught in the variations of a free economic 
system, need not be antagonistic to private 
industry and individual enterprise. 


The approach of government to its prob-. 
lems should not destroy incentive and ini- 
tiative. The approach to the profits ques- 
tion, for example, ought not to be primarily 
the matter of the amount of profit, but 
rather the method by which those profits 
are secured. Do they arise from a monopol- 
istic stifling of competition and the exacting 
of a heavy premium for a static dead level 
of production? Or do they arise from find- 
ing a better way to place in more hands 
a larger quantity of higher quality pro- 
duction? In other words, let the test be 
“What is the effect upon the standard of 
living of the people as a whole.” 


This approach would also require that 
the extreme restrictions of the Security 
Exchange Law be greatly modified so as 
to recognize the need of venture capital. 
If government takes all element of chance 
out of investment, it will at the same time 
take out all possibility of real progress. 


Government must also devise special steps 
by which new industry and business and 
the results of invention and research can 
be initiated without bearing the heavy bur- 
dens of taxation and regulation which estab- 
lished industry must and can bear. The 
birth rate of new enterprises is just as 
important to the future of our country as 
the birth rate of the population. 


Power and Responsibility 


Government must recognize that mere 
bigness is not in and of itself a bad thing 
in America, so long as that bigness has 
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worthy competition in one form or another; 
and that may be indirectly through compet- 
ing products in the same general field of 
demand, or in a direct competition such as 
in the automobile industry. It will be im- 
portant, however, that power in any hands 
carry with it commensurate responsibility. 
This principle will need to be fairly applied 
to organizations of labor as well as of 
business. The development of the rights 
of the individual workman in his union, 
probably paralleling in some way the de- 
velopment of the rights of the minority 
stockholder in his corporation, and the de- 
velopment of the social responsibilities and 
accountability of labor organizations must 
keep pace with their power and authority. 

Government must also fill those gaps be- 
tween what private industry does accomp- 
lish and the total needs of the people. This 
means extensive programs of public im- 
provement during periods of low industrial 
employment, and the establishment of a floor 
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of security below which the members of 
the community would not be permitted to 
fall. Worthwhile improvements, conducted 
on the basis of the fruitful use of man- 
power, such as the highway systems of the 
future, the networks of airports and air- 
ways, the rebuilding of congested cities, will 
give limitless opportunities for this type of 
governmental activity. 

The methods of conducting these pro- 
grams and of financing them must not vio- 
lently clash with that portion of the total 
job that is being done by the workings of 
a free economy. This will require a con- 
siderable revision of our tax policies in this 
country. It will require mutual confidence 
and respect between government and indus- 
trial management, a frank and forthright 
facing of problems, with the best matching, 
in staff conferences, of theory and of prac- 
tice. It will require that agriculture and 
labor be counted in as major elements in 
our economy and in our government. 


SALES TAX NEEDED 


CHARLES O. HARDY 


Conclusions of a Brookings Institution pamphlet 


T is urgently necessary that the govern- 

ment take steps to increase the propor- 
tion of the budget that is met by taxation, 
in order to slow down as much as possible 
the growth of the public debt. 


Under present conditions equity demands 
that all classes of the population shall share 
in the financial sacrifices of the war, except 
those who are dependent on public assist- 
ance to meet their needs for maintenance, 
or who have no surplus above the mainten- 
ance level of income or other spendable re- 
sources. A sales tax would not only pro- 
vide substantial revenue but would draw 
that revenue largely from classes that are 
not reached by other forms of direct feder- 
al taxation. 

It is urgently necessary also that the 
federal government take steps to increase 
the proportion of taxes (or borrowings) 
that come out of funds otherwise intended 
for consumption so as to minimize the dan- 
ger of upward pressure on the price struc- 
ture. Since the sales tax would be paid 
chiefly out of income that would otherwise 
be devoted to consumption expenditure 


rather than. to savings, it would lessen the 
possibility of price inflation. 

As compared with other forms of sales 
tax, a tax on sales at retail is by far the 
most desirable. It would be paid only once 
on the same commodity and consequently 
would not be pyramided. It would not com- 
plicate the administration of price control 
and would have no appreciable tendency to 
disturb the existing pattern of industrial 
and commercial organization. 


To lighten the burden on groups with 
the lowest standards of living, certain ex- 
emptions should be provided. This might 
be done either through issue of exemption 
coupons or through the exclusion of limited 
groups of commodities, particularly food, 
from the tax. 

Collection of a retail sales tax would pre- 
sent no extraordinary administrative dif- 
ficulty. 


,, 


A forthcoming book by Harry E. Pratt 
reveals that Lincoln invested 61% of his 
income in war bonds during the Civil War. 





CAPITAL MANAGEMENT 


229 


POST-WAR INTERNATIONAL FINANCE AND INVESTMENT 


J. B. CONDLIFFE 
Professor of Economics, University of California 


Digested from Think, February 1943 


HE primary needs of a _ post-war 
world will be for joint action by the 
United Nations to insure against renewed 
aggression, to plan immediate measures of 
relief, to get people back to productive work 
and to restore an expanding system of mul- 
tilateral trade. Direct action will be needed 
to allocate, in a system of agreed priorities, 
scarce food and raw materials required to 
restore productivity and convert from war 
back to peace. 


In the monetary field exchange stabiliza- 
tion at agreed parities is the first necessary 
step. A United Nations Monetary Author- 
ity, endowed with an adequate gold fund, 
could act efficiently as an equalization fund 
to check capital flight and destructive cur- 
rency speculation. But it would need to 
act positively, as well as negatively, lending 
exchange assets to restore liquidity to na- 
tional monetary systems threatened by 
strain on their balance of payments. Such 
assistance in restoring liquid credit condi- 
tions could be given as a condition of fol- 
lowing parallel policies aimed at reconstruc- 
tion and the creation of new employment. 

In the financial field, jcint action, through 
a United Nations Development Fund, model- 
ed on the Reconstruction Finance Corpor- 
ation, would bring order into the field of 
foreign investment. Such a fund might help 
to finance urgent development programs, 
such as the restoration or construction of 
transportation systems. It need not sup- 
plant, or even control, private investment; 
but it should have cognizance of such in- 
vestment so as to be able to appraise the 
total effect of capital movements in and out 
of the countries with which it is dealing. 


A United Nations Commodity Corpor- 
ation, to handle the international commod- 
ity agreements in respect of such commod- 
ities as wheat, tin, rubber and sugar, to 
allocate scarce supplies, or to liquidate sur- 
plus stocks, would be an improvement upon 
the isolated handling of such agreements 
mainly by producers’ organizations. It 
should aim at eliminating the present dis- 
equilibria between demand and supply and 
at returning the trade to private enterprise, 
retaining, however, the function of a buf- 
fer stockpile. 


No measures of international collabora- 
tion, organized or unorganized, will func- 
tion successfully unless the channels of 
trade are opened. The instrument of such 
action is at hand in the reciprocal trade 
agreement technique; it is a tried and test- 
ed instrument. The United States and the 
British countries conduct about half the 
total world trade. A real and constructive 
widening of trade between them, extended 
on both sides by most-favored-nation treat- 
ment, and supplemented by a great network 
of trade agreements, would set a complete- 
ly new pattern of collaboration. 

The agreements would obviously reduce 
unjustifiable tariff schedules. Our efficient 
industries have nothing to fear from this. 
and much to gain. They give the most and 
the highest paid employment. It is true 
that the inefficient, sheltered industries 
would feel a competitive draft; but no 
great expansion of trade can ever be se- 
cured if the inefficient are to dictate policy. 


Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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BALANCE SHEET OF POST WAR CONDITIONS 


N over-all study of post-war problems, which will be based upon the following “bal- 
ance sheet” of favorable and unfavorable conditions that can be expected to pre- 
vail after the war, will be made by a committee on economic policy of the Chamber of 


Commerce of the United States. 
of the American Cyanamid Company. 


Assets 


1—Reduction of Private Debt. 
. Farm. 
. Mortgage. 
. Instalment sales. 
. Insurance loans. 
. Open book accounts. 
. Ete. 


2—Reduction of State and Local Debt. 


38—Accumulated Private Purchasing Power. 
a. Savings banks. 
b. Insurance policies. 
c. Government bonds. 
d. Home ownership. 


4—-Requirements for Foreign Rehabilita- 
tion.* 
a. Food and clothing. 
b. Animal feeds. 
ce. Breeding stock. 
d. Machinery and equipment. 


5—Unemployment Compensation Benefit 
Rights. 


6—Deferred Demand.* 

a. Decrease in inventories—retail, 
wholesale, manufacturer and con- 
sumer. 

. Consumer semi-durables — example: 
clothing. 

», Consumer durables—example: hous- 
ing and motor cars. 

d. Deferred maintenance of consumer 
and producer properties. 

e. Family formation. 


7—Technical Shifts Requiring New Capi- 
tal; Example—Development of Plas- 
tics and Light Metals.* 


8—Prospect of Avoiding Extreme Inflation. 


9—Growing Public Awareness of the 
“Role” of Business and Industry in 
the Economy. 


10—Trained Labor Supply and Know-How. 
11—Public Works to Take Up Slack. 


It will be headed by Edgar V. O’Daniel, vice president 


Liabilities 
1—Delay of Reconversion to Civilian Pro- 

duction. 

. Disposition of government contracts 
and supplies. 

. Conversion a time-consuming pro- 
cess. 

. Searcity of raw materials. 

. Equipment. 

. Wait-and-see attitude due to new 
materials. 


2—Taxes and National Debt. 
a. Effect on working capital of busi- 
ness. 
b. Costly task of reconversion. 
c. Taxes and cost-price relationship. 


3—International Trade Uncertainties. 


4—Problem of Sustaining Investment in a 
High-Income Economy. 


5—Absorption of Total Labor Supply Into 
Production. 

. Expanded labor supply.* 

. Expectations raised by 
wages. 

. Plant and industry-wide collective 
bargaining assumes no responsibility 
for absorption of total labor supply. 

. Effect of high wages on mechaniza- 
tion.* 

. Payroll taxes on employer a tax on 
demand for labor. 

. Annual increase in 
about 700,000 workers. 

g. Necessary investment per job. 
h. Cost-price relationship. 


wartime 


labor supply 


6—Maladjustments in Price Structure. 
a. Wages. 
b. Farm prices. 
c. Other raw material prices. 


7—Government by Blocs and Pressure 


Groups. 


8—Lack of Unity as to Future Political and 
Economic Structure. 


*Some “assets’’ are in fact liabilities in terms of potential production; likewise, some “‘liabilities’’ are 


advantages. 
civilian producticn under way after the war. 


Here, however, we are concerned with solving a specific problem—re-employment and getting 
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PRICES, TAXES, AND INFLATION 


DONALD B. WOODWARD 
Assistant to the President, Mutual Life Insurance Company 


Digested from the Appraisal Journal, Jan. 1943. 


F we pursue our decisions to avoid trans- 

fer either of enough of our income dol- 
lars or the value of them to the Treasury, 
then the monetary system must be so sub- 
ordinated as to lose most of the functions 
which it has performed for many decades. 
The requisite regimentation will have to be 
accomplished by non-monetary means: ra- 
tioning, allocation, price fixing, job freez- 
ing, subsidies, and direct conscription of 
labor and of goods. 


If vast numbers of income dollars are to 
remain free and if inflation taxation is not 
to be levied, what is called bureaucracy must 
expand almost beyond belief. Regimenta- 
tion of the necessary magnitude can only be 
achieved, if monetary mechanisms are not 
to be utilized to help attain it, by the use 
of a bigger, more extensive governmental 
organization than has ever existed even in 
Tory nightmares. Almost no aspect of 
social or economic activities can be left un- 
covered by the blanket of edicts, regula- 
tions, directives, rulings, laws, and orders. 
Even in a country imbued with patriotism 
and will to win the war, such a system 
would require two snoopers in every spot. 
The only reason we haven’t decided against 
non-monetary regimentation just as vehe- 
mently as we have decided against the oth- 
ers is that we haven’t looked at it. 


All three methods are now being used. 
Taxes and compulsory loans will conscript 
more income dollars, ultimately a larger 
proportion of them than provided for by the 
new tax bill. Some further taxation by in- 
flation will be levied—perhaps enough, with 
excise and social security taxes, to squeeze 
the lowest income groups sufficiently and 
to reduce the purchasing power of some 
even above the lowest groups. And all the 
non-monetary methods will be used to a 
broader and more drastic extent than any- 
thing so far seen. 


Strong arguments are being made against 
all three methods. The very strength of 
these arguments almost assures that all 
three methods will be used. 


First, really stiff taxes and forced loans 
destroy incentive, unduly reduce savings, 


create undue hardships, and everybody dis- 
likes them. 


Second, inflation is inequitable, causes ex- 
cessive increases in the public debt, threat- 
ens the economic system, leads to postwar 
chaos, and everybody dislikes it. 


Third, non-monetary methods bring too 
much regulation, excessive bureaucracy, con- 
fusion, inefficiency, and everybody dislikes 
it. 


Presently taxes and forced loans will be- 
come painfully and harmfully high. Prices 
will go higher than they now are. Bureau- 
cracy will lay such a heavy hand upon us. 
all as to cause serious resentment and may 
lead to the development of extensive “black 
markets.” 


But just as these three methods of regi- 
mentation to a war economy entail of and 
in themselves a system of checks and bal- 
ances which provides some hopes for the 
avoidance of ruinous extremes of any one 
of them, so the three, acting upon the whole 
economy, generate a mighty force which at 
some later day will inevitably work for the 
modification, perhaps the elimination of all 
three. The generation of this force should 
not be overlooked in making projections of 
the future, in formulating policies which 
carry into coming years. 





Courtesy of Colliers’ and Ed Graham 


“We'd just love to come, but John is a little 
tired—he just got back from Washington.” 
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COMPULSORY SAVINGS FALLACIES 


A. W. MAY 
Division of Research & Statistics, New York State 


Compulsory Savings does not further 

e our war time economic aim, as does the 

voluntary War Savings program, of channel- 

ing off the Nation’s 50 billion dollars of 

excess income from the inflationary pur- 

chase of civilian goods into the Govern- 
ment’s use for the prosecution of the war. 


Because of its inflexibility no uniformly 
applied single rate of deduction can pos- 
sibly identify and discriminate between dif- 
ferent classes and groups of money earn- 
ers. The white collar worker might find it 
extremely burdensome to devote even as 
much as 5% of his earnings to War Sav- 
ings, while 15% or even more might not be 
too much for a munitions worker now re- 
ceiving three or four times his. normal 
wages. Voluntary bond selling, in direct 
contrast, does have the needed flexibility. 


II. Compulsory Savings would not bring 
in the required money to the Treasury. 


THE 
NEw YORK TRUST 
COMPANY 


Capital Funds . $37,500,000 


I0O0 BROADWAY 
MADISON AVENUE 
AND 40TH STREET 


TEN ROCKEFELLER 
PLAZA 


* 


Member of the Federal Deposit Insurance Corporation 


a. The inflexibility of a uniform rate of 
deduction, unless it be confiscatory, would 
necessitate its being set at a figure small 
enough to be assessable on those least able 
to save—probably at not over 5%. This 
would bring in less than does the growing 
Payroll Savings program, from which five 
billion dollars per annum is already being 
derived. A rate of 8% on the equivalent 
potential national wage pool would be neces- 
sary to bring in as much money—a rate ob- 
viously confiscatory for millions. 

b. Compulsory savings in Canada con- 
tributes in the aggregate less than 5% of 
the nation’s total borrowing needs. 

ec. Compulsory savings would discourage 
the liberal bond buyer who now takes more 
than the flat rate which would be compul- 
sory for everyone. If saving is made com- 
pulsory as taxes, surely not many people 
will do more than they are compelled to do. 

d. A genuine compulsory savings law 
would to a great extent liquidate both the 
voluntary War Savings system as well as 
the proceeds from the past sales, the latter 
facilitated by the redemption privilege. 

e. In calculating the net savings gained, 
the effect of compulsion on the various 
media of the peoples’ already existing sav- 
ings must be remembered—not only on the 
13 billions of War Savings Bonds outstand- 
ing, but also on the many additional bil- 
lions in commercial and savings bank de- 
posits, insurance policies, etc. 


III. Compulsory savings has the short- 
comings of progressive taxation but few of 
its benefits. 

a. It cannot be levied specifically against 
inflationary incomes. 

b. It takes the money away from the citi- 
zen, but does not give the money to the Gov- 
ernment because it remains (as a loan) a 
permanently outstanding obligation. 


IV. The administrative problems would be 
enormous. 


V. Compulsory savings would have an in- 
flationary effect on wages in contradiction 
to our war time economic policy. 

The part of pay checks not getting into 
the hands of the recipients, even though 
technically constituting a (non-interest bear- 
ing) loan, would tend to be regarded as a 
wage reduction, and result in widespread 
demands for compensatory wage increases. 
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“GREENBACKISM” 


WALTER E. SPAHR 


Professor of Economics, New York University: 
Secretary, Economists’ National Committee on Monetary Policy 


HE drives for irredeemable paper 

money and currency dilution and in- 

flation in other forms began in this country 
early in 1933. 


1. On May 12, 1933, Congress, with the 
apparent support of the Administration, 
provided, by what is called the Thomas In- 
flation Amendment to the Agricultural Ad- 
justment Act, that the Treasury could is- 
sue up to three billion dollars of unse- 
cured greenbacks. 


2. On December 21, 1933, the President 
launched this country on a silver purchase 
and silver subsidy program under which 
we have been issuing silver certificates 
against a greatly over-valued silver re- 
serve. 


9 


3. On January 31, 1934, Congress and 
the President devalued the gold dollar to 
such an extent that each ounce of our gold 
was made to yield 69 per cent more gold 
dollars. This was for us a new method 
of diluting our currency. 


4. On June 19, 1934, our government 
passed the notorious Silver Purchase Act 
which provided for a further expansion 
in our silver subsidy program and for the 
issuance of more silver certificates against 
a great accumulation of over-valued silver. 


— 


5. On July 6, 1939, Congress passed the 
Domestic Silver Purchase Act which re- 
quired the Treasury to take all our domes- 
tically-produced silver at a price twice as 
high as that in the world market, to sub- 
sidize our domestic silver products, and to 
issue silver certificates against this over- 
valued silver. 


6. On February 5, 1942, Chairman 
Eccles of the Board of Governors of the 
Federal Reserve System recommended that 
the Federal Reserve banks be permitted to 
purchase government securities direct from 
the Treasury. In other words, he proposed 
that the Reserve banks, in this manner, 
monetize the national debt. This was the 
system adopted by Germany when she em- 
barked upon her fatal inflation in the early 
1920’s. Fortunately, Congress limited this 
unwise proposal to five billion dollars. 


From address before the Greenwich Village His- 
torical Society, Feb. 22, 1943. 


7. On October 14, 1942, the Board of 
Governors of the Federal Reserve System 
and the Treasury endorsed a program to 
convert silver certificates into inconvertible 
paper money. Thus far those recommenda- 
tions have been fought successfully. 


8. On December 13, 1942, the Treasury 
and the Board arranged to put out $660 
million of Federal Reserve bank notes, call- 
ed “National Currency,” which are in nature 
greenbacks. 


9. As a consistent government policy 
since 1933, we have had a fairly constant 
monetization of the Federal debt by the 
Federal Reserve and commercial banks of 
this country. Since our entrance into the 
war, this monetization has been increasing 
rapidly. 


The monetization of much of the Federal 
debt will continue, of necessity, until the 
end of the war and perhaps for a time 
thereafter. The best we shall be able to do 
at that time will be to urge a consolida- 
tion and funding of this huge debt into a 
permanent one at a low rate of interest. 
With an interest charge of perhaps 4 or 
4% billion dollars per year, and a Federal 
budget of other items of approximately 
seven billion dollars per year, we should 
be able to recover from our present dis- 
tressing condition in a reasonably good man- 
ner and without a back breaking tax bur- 
den on our people. 

The alternatives to this program are 
things to be feared and fought. One of 
these is a radical devaluation of our cur- 
rency. It seems reasonably clear that a 
drive will be made for such a devaluation, 
and it is possible that such a program may 
be slipped over on the American people 
so quickly that they will not be able to un- 
derstand its terrible implications before 
it is too late. 


a ee 


Benjamin C. Corlett, vice president and 
manager of The First-Napa branch of 
BANK OF AMERICA N. T. & S. A. and 
former president of the California Bankers, 
has been named State Superintendent of 
Banks, succeeding George J. Knox. 
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SPENDING TAX TO CHECK INFLATION 


Digested from Fortune, March, 1943 


HERE are certain basic principles for 
a new tax program. First, we must 
shun taxes that will impair productivity. 


Second, much of what is sound and de- 
sirable tax policy in peace is highly un- 
sound and undesirable now. It is sound 
practice in normal circumstances to shy 
away from taxes on mass consumption, 
such as a general sales tax. Today this 
bad peacetime practice becomes good war- 
time practice. 


Third, they should be designed with the 
view to the easiest and simplest possible 
modification for the requirement of the 
post-war future. 


Fourth, we must be prepared after the 
fighting stops to continue as much of the 
wartime program as proves necessary to 
prevent postwar inflation—until such time 
as the increased production of civilian goods 
and services has eliminated inflationary 
pressures. 


Fifth, we must place all our income taxes 
on a pay-as-you-go basis. 


And, finally, we must accept the necessity © 


in wartime of rough-and-ready measures, 
leaving much to be desired in the way of 
complete fairness to everybody and in the 
niceties of theoretical perfection. 


Principles Applied to Spendthrift Tax 


The principle of what we must have is 
found in the so-called “spendings” tax. 


It would be superimposed at once upon 
the existing tax system, and it would be 
repealed in toto as soon after the war as 
the danger of inflation disappeared. The 
exemption for subsistence would be made 
fairly low, say $500 per single person and 
$800 per married couple, with an addition- 
al allowance of $300 for each dependent. 
Payments to the Treasury would start at, 
say, 5 per cent for the first $500 of spend- 
ings in excess of the sum of the exemption 
and the various types of voluntary saving 
[listed above]. Then the graduations of the 
rate upward could be made quite steep— 
perhaps 10 per cent for the next $1,000, 
15 per cent for the next, 25 per cent for 
the next, 50 per cent for the next, and so 
on up, until spending in exess of $10,000 
or $12,000 a year over and above deduc- 


tions would be so costly that few could bear 
the thought of it. It must be remembered 
that this is not an income tax; it has the 
effect of a sales tax. For instance, even at 
the rate of 100 per cent it only means that 
the individual is paying a 100 per cent lux- 
ury tax on luxury spending. 


For the country as a whole the spendings 
tax would reduce, for the duration of the 
emergency, the amount of effective pur- 
chasing power in the country to the amount 
of available goods and services, at current 
prices, and the principal force now making 
for inflation would thus be removed. 


Other Articles of Interest 


Renegotiation of War Contracts: Robert 
P. Patterson, Under Secretary of War, dis- 
cusses the significance of renegotiation—a 
problem of great concern to all war indus- 
tries. The activities of the Price Adjust- 
ment Boards are outlined. He concludes 
that “Close control of prices and profits 
in war materials has become a vital part 
of the campaign to prevent inflation.” 


Dun’s Review, Jan. 1943 


Problems of Food Price Fixing: The food 
program has rapidly become the number-one 
problem. The various pressures at work 
are outlined and the difficulties of effective- 
ly fixing prices, noted. The lack of co- 
ordination inherent in our price program is 
evident in the many illustrations cited. 

National City Bank Bulletin, Feb. 1943 


“Featherbed” Rules on Railroads: Elisha 
M. Friedman examines in detail the make- 
work rules of manpower at a time when 
shortages are so serious. He estimates that 
about 74,000 train and engine employees 
alone could be released if these rules were 
abandoned. 

New York Herald Tribune, Feb. 21, 1943 


Clothes Rationing in Britain: The history 
of clothing restrictions, basic allowances, 
coupon values, coupon banking, and other 
aspects of British clothes rationing are sum- 
marized. 


British Information Services, 1. 
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CANADIAN WAR FINANCE 


A pay-as-you-earn plan is to go in effect 
April lst for the new fiscal year. Taxes 
collected in 1943 are to apply to 1943 in- 
come. Half the payment on investment in- 
comes in excess of $3000 is to be deferred 
until the death of the taxpayer. The shift 


to pay-as-you-earn is expected to increase 
collections by $115,000,000 of which $15,000,- 
000 will be refundable after the war. Special 
arrangements are made for farmers. 

The 1943-44 budget is to be about $5.5 
billions with revenues equal to $2.5 billions. 
The balance is to be raised largely through 


two Victory loan campaigns and intensifica- 
tion of efforts to sell war bonds to indivi- 
duals. Income tax rates remain the same 
but some excise taxes will be increased: 
tobacco and cigarette papers by 1 cent per 5 
cigarettes; tobacco by 1 cent per oz; cigars 
by $5 per 1000; night club taxes increased 
from 20 to 25%; postal charges by 1 cent 
per letter; spirits by $2 per gallon. Mr. 
Ilsley, Minister of Finance, reports that bor- 
rowings from banks to date have totaled 
$983 million. Officers in the Armed Forces 
serving outside the Western Hemisphere are 
to be taxed at only half the normal rate 
while those located in the Hemisphere are to 
be taxed only if their pay exceeds $1600 
annually. Dominion government annuities 
and payments by a husband of interest and 
principal on a mortgage in the name of his 
wife, are made chargeable to the refund- 
able portion of the income tax. 


AUSTRALIAN WAR ECONOMY 


Total taxation increased from £125,000,- 
000 in 1940-41 to £225,000,000, excluding 
collections on behalf of the States, in 1941- 
42, and it is proposed to impose a further 
increase of £40,000,000 this year. £120,000,- 
000 was raised by public loans in 1941-42, 





compared to £64,000,000 in 1940-41. In ad- 
dition, a recent loan was oversubscribed, and 
realized a further £83,000,000 from 455,000 
subscribers. 

The balance of finance required to pay 
for war services after exhausting taxation 
and public borrowing is being provided from | 
Treasury Bills. According to Federal Treas- — 
urer Joseph B. Chifley, “the significance of 
the Treasury Bill issue may be exaggerated 
unless the effect of the Government’s con- 
trol of banking is fully understood. The 
trading banks have not been allowed to sub- 
scribe to war loans, and their excess in- 
vestible funds have been immobilized.” 

Moreover, he points out “the Government 
is not allowing resources of manpower or 
material to be diverted from war purposes 
to private use ... Price control was es- 
tablished at the beginning of the war to 
allow only such increase in prices as was 
made necessary by unavoidable increases in 
costs. Prices have risen in Australia in 
about the same degree as in most other Al- 
lied countries. As excess spending power 
accumulates, price control is becoming more 
active, and more positive price control pol- 
icy will be continually developed in this 
direction.” 

The total budget for the 1942-43 fiscal 
year is £652,000,000 ($2,105,960,000). Taxes 
are to be deducted at the source weekly and 
income taxes are to be increased substan- 
tially and the level of exemption lowered. 


BRITISH CONTROLS 


Small retailers of clothing, pottery and 
hollow-ware are to receive as a minimum a 
percentage in terms of value of the amounts 
they purchased in a standard year. Quotas 
will be modified in accordance with move- 
ments of population and the periodic alloca- 
tions are subject to revision. The distribu- 
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tion plan is on a voluntary basis but the 
Government has indicated that it will be 
made compulsory if necessary. A “small” 
clothing retailer is one who during the stan- 
dard year of 1939 transacted sales of ap- 
proximately $20,000. 

Newly married couples in the United 
Kingdom and persons whose homes have 
been bombed are favored in the issuance of 
permits to purchase furniture. Production 
and sale of furniture are under strict Gov- 
ernment control. No non-utility furniture 
has been manufactured since November 1, 
1942, except by special permit, and only 
those firms selected by the Board of Trade 
are permitted to manufacture utility furni- 
ture in accordance with specifications issued 
by the Board. 

The cheese ration, which was reduced 
from 8 ounces to 6 ounces a week on Jan- 
uary 10, has been further reduced to 4 
ounces. 

Canned vegetables and fruit, which have 
not been on sale this year, will be released 
for sale under the point system at a later 
date. Available supplies will consist chiefly 
of the domestic pack of vegetables and Eng- 
lish plums. Persons may now make gifts of 
food obtained in a legitimate manner from a 
retailer for household consumption. 

The rate of war spending has reached a 
total of £20,000,000 ($80,000,000) daily. 


OTHER DEVELOPMENTS 


Germany’s total debt is estimated by the 
Reich Ministry of Finance to have increased 
from 128.5 billion marks at the end of 1941 
to 203.5 billions now. 


TRUSTS and ESTATES—March 1943 


Private autos in Uruguay are not eligible 
for special rations of gasoline. Automobile 
producers are reported to have converted to 
production of carriages and wagons. 

Control of imported prices by selecting 
an individual trader as the only authorized 
importer of specified products is being tested 
in Palestine. The imported merchandise 
may be distributed by the Food Controller 
at fixed prices, who may authorize the 
trader to contract with wholesalers and re- 
tailers for the distribution of the merchan- 
dise. Distribution contracts must provide a 
margin of profit of not less than 15 percent 
for retailers. This control is expected to 
eliminate speculation and assure adequate 
control over prices of imported merchan- 
dise. 


0 


Balancing Economic Power 


(Continued from page 226) 


which can be attained by intelligent co- 
operation. 

We do not want the government to 
run the whole show. The natural and 
inevitable result of concentrated power 
is the limitation of growth. The pro- 
gress of the world in letters, in art, in 
science has been the work of free man, 
so democratic society must, first of all, 
make absolutely certain that no arbi- 
trary power, whether it be exercised by 
private or public authority, shall be per- 
mitted to restrain the activities of men. 


ESTABLISHED 1867 


PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh’s Oldest Trust Company + Serves the Country’s Largest Corporatiors 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 
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IS PRODUCTION “KNOW-HOW” ENOUGH? 


Editorial 


VERY day sees new world re- 
cords of war production made by 
American manufacturers. With the 
assured outlets for their products 
they have been able to operate at of- 
ten more than “100% of capacity” 


and to increase efficiency. As a result 
they have gained tremendously in 


popular respect and bid fair to be 
given the major credit for victory on 
the home front. 

But to conclude that this is sufficient 
to assure their leadership in the post- 
war world and the return of economic 
controls from government to private 
enterprise hands is utterly erroneous, 
and for good reasons. It is one thing 
to operate under a definite schedule and 
with a clear-cut objective of maximum 
production under government contracts. 
It is another matter to operate under 
the uncertainties of laissez-faire pro- 
duction and consumption. The Market 
is comparatively unpredictable as to 
buying fashions, competitive influences 
and purchasing power. The first two 
can be largely met by techniques of 
market analysis and salesmanship, re- 
search and technical development—of 
which American industries with pro- 
gressive managements are masters. 

It is on the rock of consumer buying 
capacity—national income—that indus- 
try individually and as a whole can be 
wrecked. While private enterprise has 


perfected its production techniques to 
an amazing degree, it has as yet failed 
to develop the counterpart of distribution 
techniques. Full and stable employ- 
ment, at rates of pay geared to the pro- 
ductive capacity and profitability, is 
basic to industrial and economic pros- 
perity—yet its achievement has been 
left to government. Individual efforts 
have, in the past, failed to stem the tide 
or stabilize the cycles of mass unem- 
ployment, with consequent shrinkage of 
the market and idleness of machines as 
well as of men. In default of industrial 
planning, we have had to resort to so- 
called “social planning” by federal 
agencies. As a result, government has 
become The Great Distributor of income 
—and is now planning, in some bureaus, 
to become the great distributor of jobs 
after the war. And while war produc- 
tion records excite patriotic apprecia- 
tion in emergencies, it is the fellow who 
provides his income that the voter will 
follow and support. “You don’t shoot 
Santa Claus” is more than a campaign 
slogan. Industrialists and bankers must 
become the Santa Clauses through 
working out a co-operative program for 
job opportunity and security if they are 
to retain their newly-gained glory and 
if this nation is to have a solid basis 
of prosperity to meet its debt burden 
and employment needs. 


Isolationism is as much a dead fish in 
our internal life as in international 
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relations; every employer is his broth- 
er’s keeper, and can no longer live alone 
and like it. Savings and their invested 
form of plant and machinery are no good 
without profitable use, so it is a prime 
concern of bankers to aid in formulat- 
ing incentives to workers and mutuality 
of interest between labor and manage- 
ment in the distribution of the rewards 
of production. Tax policy will have to 
do a right-about-face from use as a 
punitive, reform and government-sub- 
sidizing medium, to an incentive which 
will encourage employment of men and 
machines. Instead of dog-fights over 
the bone shortage, private industry 
should concern itself with ways to assure 
a greater bone supply. 


Perhaps this could be aided by the 
working out of a formula which would 
tax, at the source, managerial salaries 
and security payments commensurate 
with increases or reductions of payrolls 
—less with increased payrolls, more 


New Bank and 


YTATE and Federal banking bureaus 

have been showing a commendable 
attitude in severely tightening up in the 
granting of charters for new banks and 
new trust powers. This has crystalized 
into a definite policy in almost all re- 
gions, with only an occasional authoriza- 
tion of new facilities. Rejection by the 
New York State Banking Department of 
an application for a new trust company 
in a small suburban town with three 
banks already in operation, is a good 
case in point. Trust examiners, fully 
aware of the competitive advantage of 
a well-run trust department, are also 
alive to the disadvantage of a poorly 
managed and staffed service, and are put- 
ting the burden of proof where it be- 
longs—on the applying bank. Bank 
supervisory officials likewise are clamp- 
ing down on applications for new bank 
charters and even branches, except in the 
latter case where they are needed for en- 
larged war production or military centers. 
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with decreased payrolls. Probably a 
less drastic way can be found if we 
consider regular wages as the equiva- 
lent of the fixed-interest charge on 
bonds, and excess incentive income or 
profit-sharing payments to labor (and 
payroll reserves) as the counterpart 
of dividends to the stockholder. In the 
long run both gain or lose together and 
excessive demands of either only hasten 
the day of reckoning with a vengeance. 
There is no fundamental reason for an- 
tagonism of capital and labor; in one 
case it is the savings, in the form of 
tools, made by past labor, in the other 
it is the ability of present labor to pro- 
duce with those tools. But whatever 
the means, cooperative action to per- 
fect the distribution-of-production tech- 
nique is imperative to a healthy free 
enterprise system. Production ‘“‘know- 
how” is only one side of the ledger; the 
keeper of the books of our future will 
be the one who has the distribution 
“know-how.” 


Trust. Charters 


This is distinctly salutary and arises 
largely from the recognition that there 
is already an acute shortage of expe- 
rienced manpower in the banking field. 
The amazing thing is that there should 
be many applications at this time, for the 
experience of other countries—Britain 
and Canada are well known examples— 
shows the absolute necessity of restrict- 
ing financial operations to their bare es- 
sentials, and the trend is toward com- 
bination or contraction of both banks and 
their branches. It is submitted as being 
against public policy in the war emer- 
gency to seek or allow expansion except 
in most unusual circumstances. It would 
be better, too, to permit branches under 
the guidance of established institutions 
rather than new organizations for nearby 
needs. This is in line with the practice 
of the government war agencies in creat- 
ing new manufacturing facilities under 
control or management contract of exist- 
ing corporations. 
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Chartered Probate Lawyer Degree 


UST as the management of estates 

with complex investment, business 
and tax conditions has become a highly 
technical job requiring special skills, 
facilities and training, so has the job of 
arranging and planning the will, under 
which such estate is to be operated, be- 
come one of professional proportions. 
Lawyers, as well as trust officers, decry 
the dangerous illusion—cherished by 
most laymen—that anyone can drawn a 
satisfactory will. Yet many members of 
the Bar, proficient and prominent in some 
other phase of legal practice, are equally 
naive in the field of testamentary dispo- 
sition, with unpleasant consequences. 


If the legal profession is to gain or 
hold public belief in its thesis that it is 
specially qualified to advise on such mat- 
ters, it appears more and more neces- 
sary that it demonstrate a basis for this 
qualification greater than the attainment 
of a general degree and admission to the 
Bar. As representative of the court, at- 
torneys have an obligation to know not 
only the law but the consequences of es- 
tate procedures. The fact that several 
branches of their work have become so 
specialized as to have led to creation of 
competitive “outside” organizations (e.g. 
title insurance companies, collection 
agencies, etc.) points to the need for bet- 
ter classification, as has been done in the 
patent law field. 


Leaders of the Bar may soon find it 
necessary to consider estate or probate 
work in a similar vein, and set up some 
voluntary plan for special studies and 
examination for those wishing to hold 
themselves out as qualified in this field. 
It should not be difficult or unfair to pro- 
vide for granting of a degree as Char- 
tered Probate Lawyer upon completion 
of a basic, or refresher, course in the law 


of wills and trusts, (including property 
and taxation) and passing of an examina- 
tion under present Bar examining aus- 
pices. Open to any member who volun- 
teers and pays the modest cost involved, 
it would result in a profession better able 
to guide the great work of transferring 
the nation’s wealth. 


There is a natural disinclination to cre- 
ate more “specialist corps” in the legal 
profession, but the present situation can 
hardly gain public confidence as testa- 
mentary intricacies increase. The cur- 
rent scramble for estate planning or exe- 
cutorship work has led to a thoroughly 
undignified and unjust inconsistency in 
the demands that chartered trust institu- 
tions be forbidden to act as fiduciary un- 
der any instrument which they have had 
a hand in drawing (on the grounds that’ 
the fiduciary may have—as it may—con- 
trary interests in protecting itself) while 
condoning the same practice if indulged 
in by lawyers who draw the will appoint- 
ing themselves or their associates. 


Certainly, the claim to will-drafting 
as a special prerogative of the Bar would 
come with better grace if the Bar took 
steps to qualify such practitioners, and 
further provided for periodic review ex- 
aminations to assure their being up-to- 
date. And this type of work should be- 
come far more important as people are 
sold on the necessity of first, a thorough 
initial analysis of estate needs, condi- 
tions and objectives; and second, careful 
annual or biennial review in the light of 
changed beneficiary, estate, legal and tax 
conditions. Here is a vast field for profit- 
able and useful service of mutual benefit 
to public, attorney and trust institution, 
as estate organization, investment and 
distribution comes to be a more complex 
and specialized undertaking. 


COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 
THE CITIZENS & SOUTHERN NATIONAL BANK 
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(This is one of a series of advertisements recently published 
by the Guaranty Trust Company of New York, 
in New York City newspapers.) 


“The Dangers of Will-Making 
By Laymen” 


A CASE decided in the Surrogate’s Court, New York 
County, concerned a will to which had been added three 
codicils in the handwriting of the testatrix herself. The 
will, drawn under proper legal supervision, was admitted 
to probate and the Surrogate decided that one of the 
codicils should also be admitted. 


The other two codicils, however, were denied probate 
for failure to satisfy the requirements of law respecting 
execution. 

In his opinion, the Surrogate stated: “This ease illus- 


trates sharply the dangers of will-making by laymen.” 
(115 Misc. 38.) 


Guaranty Trust Company 
of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 


EXECUTOR - CO-EXECUTOR - TRUSTEE - CO-TRUSTEE 


YOUR RED CROSS WAR FUND NEEDS YOUR CONTRIBUTION NOW 


Copyright, Guaranty Trust Company of New York, 1943 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


ESTATE POSITION OF ASSETS 
UNDER JOINT OWNERSHIP: 


ANY husbands have established 

banking accounts and have caused 
other forms of property such as stocks 
and bonds to be registered in the joint 
names of themselves and wives, with 
right of survivorship. This step has 
often been taken without making careful 
investigation of the resultant effects on 
the position of their estates and on their 
plans of estate distribution. 


It seems clear from the standpoint of 
Federal estate taxes that, if the wife 
has made no contribution to the pur- 
chase or establishment of the property 
placed in joint names, then the entire 
value of the property is taxed as part of 
the husband’s estate. If the wife has 


contributed a percentage of such funds 
then an equal percentage of the jointly 
held property would not be taxed in the 


husband’s estate. Therefore, in the 
usual situation where the husband con- 
tributes all purchase monies, no saving 
is accomplished with respect to Federal 
estate tax. There may be a tax advan- 
tage with respect to estate or inheri- 
tance taxes levied by a State, but the 
State tax is comparatively small. 


There is also the possibility that the 
wife may die first. In this event it is 
necessary for the husband to prove satis- 
factorily that his wife has contributed 
none of the purchase monies, for other- 
wise part or all of such jointly held prop- 
erty would be taxed in her estate. 


The federal gift tax must also be taken 
into consideration in the operation of 
jointly owned property. If the wife, who 
has made no contribution to the pur- 
chase, reduces jointly owned property to 
her own possession under separate ac- 
count, then to the extent of the value of 
the property so acquired by the wife the 
husband has made a taxable gift if the 
amount exceeds the annual exclusion for 
gift tax purposes. 


Entirely aside from taxation is the 
question of how the operation of this 
form of ownership will affect the hus- 
band’s plan of distributing his net es- 
tate. For instance, upon the husband’s 
death all property jointly owned with his 
wife with right of survivorship will be- 
come her property under her complete 
control. Thus, if the husband has planned 
his estate so that his entire property 
should be held in trust for his wife, pay- 
ing to her the income for life, the prop- 
erty in joint ownership will not be gov- 
erned by such plan. The writer recently 
had occasion to study a case where the 
husband provided under his will that 
60% of his estate should be held in trust © 
for the life of his wife, with the balance 
of his estate passing to other beneficia- 
ries. However, a considerable portion of 
his estate was held under joint ownership 
registration so that his wife would have 
received approximately 90% of his estate 
instead of the intended 60%, and she 
would have received most of it outright 
instead of in trust. 


In addition to upsetting the estate dis- 
tribution plan, this also makes possible 
the imposition of double estate taxes on 
that part of the estate which passes out- 
right to the wife. If she survives her 
husband by five years or more then the 
property which passed to her by right of 
survivorship would form part of her es- 
tate, and be subject to a second set of 
estate taxes at her death. 


Another factor which is often over- 
looked when using joint ownership of 
property is that such funds become un- 
available to the husband’s executors for 
meeting estate obligations that must be 
paid in cash. And we usually find that 
it is the most liquid type of assets—sav- 
ings bank accounts, checking accounts, 
and United States War Bonds—that are 
placed in joint names. Of course, the 
wife could use such liquid funds to pur- 
chase non-liquid assets from the hus- 
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band’s executors, but if she did not sur- 
vive her husband by a sufficient period of 
time, in order to accomplish such trans- 
fer, the husband’s executors would have 
to liquidate his “non-liquid” assets in 
outside markets. 

* * * 


CURRENT PROBLEMS IN BUSINESS 
PURCHASE PLANS 


T has long been considered that the 

best type of plan to accomplish the 
purchase of a deceased stockholder’s in- 
terest in a closely held business enter- 
prise was to have all the stockholders en- 
ter into an agreement whereby those who 
were to be the survivors agreed to pur- 
chase the interest of the stockholder who 
dies. In order to provide the funds with 
which to accomplish such purchase, each 
stockholder would carry insurance on the 
lives of other stockholders and would pay 
the premiums himself. The corporation 
would not be a party to the agreement; 
the only indirect participation of the 
corporation would be in some cases where 
it was considered advisable for it to in- 
crease the salaries of the officer-stock- 


holders in order to provide them with the 
funds required to pay the insurance pre- 
miums. 

In designing plans of this nature under 


present conditions, a number of new 
problems must be faced. Because of the 
prohibition against salary increases as 
prescribed under the anti-inflation meas- 
ures, we no longer can use this means of 
providing the stockholders with the funds 
with which to pay insurance premiums. 
In addition, because of the serious in- 
roads made by the drastic personal in- 
come tax rates, individuals these days do 
not have surplus annual income which 
can be used for investment purposes. 
Therefore, in order to fund these stock 
purchase plans properly, it is necessary 
to re-examine the reason8 why the corpo- 
ration itself has not played the role of 
purchaser of a deceased stockholder’s 
interest and the role of premium payer 
and beneficiary of the insurance policies 
carried on the lives of the stockholders. 

Under the laws of some states, a corpo- 
ration is permitted to buy its own stock 
only out of earned surplus. Therefore 
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if such a corporation had entered into 
an agreement with a stockholder to pur- 
chase his stock at death, the plan would 
be upset if the corporation at that time 
did not have an earned surplus account 
sufficient to cover the purchase price. In 
re-analyzing this point, however, it would 
appear that those companies maintaining 
large earned surplus accounts could safe- 
ly agree to buy their own stock. The 
plan could further be strengthened if the 
corporation entered into an agreement to 
buy its stock through a trustee to whom 
the proceeds of life insurance policies 
would be payable. In other words, the 
corporation would supply earmarked 
funds with which to purchase such stock 
in the form of life insurance proceeds 
which would constitute earned surplus 
when received. As to corporations in 
states not having this restriction, the 
point is of no moment. 


The second reason for not having the 
corporation as beneficiary of life insur- 
ance policies was that upon the death of 
a stockholder, the proceeds of the policies 
would increase the value of the stock for 
estate tax purposes in the estate of the 
deceased stockholder. However, today 
we have the optional method of valuing 
assets for purposes of estate taxes which 
would appear to eliminate this objection. 
Under such method the executor could 
value assets as of one year after the date 
of death, with assets sold during the 
interim being taken at the value of the 
proceeds received through such sale. 
Therefore, under the purchase and sale 
plan covering the business interest, it 
may be assumed that the salé would be 
consummated within a year of the stock- 
holder’s death at a valuation fixed by 
agreement. In such case, the mere re- 
ceipt by the corporation of life insurance 
proceeds could not cause the stock to re- 
ceive a higher valuation than the pro- 
ceeds of sale. 

Another point often raised against 
having a corporation pay the premiums 
on insurance policies on its stockholders 
for purposes of buying their stock was 
that each stockholder in effect would be 
paying part of the premiums on the pol- 
icy on his own life. It is believed, how- 
ever, that a proper adjustment could be 
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made for this situation when establishing 
the price at which the corporation is to 
purchase the stock. 


There is an important advantage in 
having the corporation carry the insur- 
ance policies on the lives of the officer- 
stockholders. The cash values of the 
policies would appear on the corporation 
balance sheet as an increasing asset. As 
every corporation naturally has an eco- 
nomic interest in its executives, it is 
proper that the corporation should cause 
to be underwritten the risk involved if 
an executive should die, for at such time 
the business would probably suffer an 
economic loss. The life insurance poli- 
cies, therefore, although originally ear- 
marked for purposes of buying a de- 
ceased stockholders’ stock, could also sup- 
ply protection to the corporation against 
the loss of a key executive. It is believed 
that the cash values of such life insur- 
ance policies would represent necessary 
surplus to the corporation, not subject to 
the imposition of a penalty surtax on the 
accumulation of wnnecessary surplus. 


N. Y. Trust Group 
Elects Remington 


The following officers were elected by 
the Trust Companies Association of the 
State of New York at the group’s meeting 
last month: 


President: John W. Remington, vice presi- 
dent, Lincoln-Alliance Bank & Trust Co., 
Rochester. 


Vice Presidents: Foster W. Doty, vice 
president, Commercial National Bank and 
Trust Co., New York; Bernard A. Gray, 
president, Northern New York Trust Co., 
Watertown. 


Treasurer: P. E. Godridge, trust officer, 
Bankers Trust Co., New York. 


Secretary: W. Barton Cummings, personal 
trust officer, Chemical Bank & Trust Co., 
New York. 


Executive Committee, Class of 1946: 
George C. Barclay, vice president, City Bank 
Farmers Trust Co., New York; Harold C. 
Beatty, vice president, Syracuse Trust Co.; 
John S. Sammis, president, Orange County 
Trust Co., Middletown. 


Combined judgment 


available to every 


trust in Our care 


HROUGH more than half a cen- 
Buen The Northern Trust Com- 
pany has gained broad experience 
as executor-trustee in the handling 
of many different types of estates. 
Here, no single judgment prevails. 
Every estate in the care of this in- 
stitution benefits from the combined 
judgment of specialists in every 
phase of trust activity. This bank 
is equally well equipped to serve as 
registrar, transfer agent, trustee 
under trust deed, corporate agent, 
and depository. 


THE 
NORTHERN [RUST 
COMPANY 
FIFTY SOUTH LA SALLE STREET 
CHICAGO 


Member Federal Deposit Insurance Corporation 
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Olyphant Joins G. S. B. Faculty 


Murray Olyphant, assistant vice presi- 
dent of the Chemical Bank and Trust Com- 
pany, New York, has joined the investment 
faculty of The Graduate School of Bank- 
ing and will lecture on government bonds. 
The Graduate School will enter its ninth 
year with the 1943 resident session which 


THIS CHART SHOWS 
ESTIMATED PARTICIPA- 
TION IN PAYROLL SAV- 
INGS PLANS FOR WAR 
SAVINGS BONDS 
(Members of Armed Forces in- 
cluded, starting August 1942) 

There is more to this chart 
than meets the eye. Not seen, 
but clearly projected into the 
future, is the sales curve of 
tomorrow. Think what $414 
BILLION per year in War 
Bonds, saved through the 


Save wi 


will be held at Rutgers University, New 
Brunswick, N. J., June 14-26. 
Registration of members of the senior 
and junior classes for the 1943 term in- 
dicates that the war and increased duties 
will have less effect upon attendance than 
might have been expected. Already about 
90% intend to be present when school opens. 


* Approximate 


Payroll Savings Plan, will buy 
in the way of brand new con- 
sumer goods tomorrow. 

Here indeed is a solid founda- 
tion for the peacetime business 
that will follow Victory. But 
there is still more to be done. 
As our armed forces continue 
to press the attack in all 
quarters of the globe, as war 
costs mount, so must the rec- 
ord of our savings keep pace. 

Clearly, on charts like this, 
tomorrow’s Victory—and to- 
morrow’s sales curves—are be- 
ing plotted today. 


i )) War Savings Bonds 


This space is a contribution to America’s all-out war effort by 


Crusts and Estates 
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THE TRUST INSTITUTION 
IN WARTIME 


i time of war many people have special need for the services of some one to care for and 
manage their property, for they are not able to give it their personal attention. This ap- 
plies not only to men and women in the armed forces but also to many other persons di- 
verted from their regular occupations’ by war work, all of whom are included in the term, 
“persons engaged in the war effort.” It applies also to those who have been relying for 
trust service upon persons now engaged in the war effort. 
The trust institution is in the business of caring for and managing the property of others. 
Among the groups of people who, in wartime, especially need trust services of the kinds 
indicated are the following: 


Persons Engaged in the War Effort Who Own Property and Have Dependents 
1. To help them to plan their estates so as best to meet the needs of their de- 


pendents. 
2. To care for and manage their property and use it for the benefit of their de- 


i pendents. 
3. To accept nomination under their wills and thus be prepared to settle and ad- 


minister their estates. 


Beneficiaries of Estates and Trusts Originally in the Hands of Persons Now En- 
gaged in the War Effort 


1. To complete the settlement of these estates or to carry on for the duration of the 
war. 
2. To continue the administration of these trusts for the duration of the war. 


Persons Who Already Have Named in Some Fiduciary Capacity a Person Now En- 
gaged in the War Effort 
1. For the duration of the war to accept nomination under their wills in substitution 
for the individuals now named. 
2. For — duration of the war to accept appointments as successors to individual 
trustees. 


Living trusts and funded insurance trusts are good examples of trust services 
adapted to the needs of persons engaged in the war effort. 
Through a living trust these persons may arrange: 
1. A complete yet flexible plan for taking care of and managing their property and 
providing for their dependents; 
2. For the continuation of these services not only during any period of uncertainty 
as to their fate but afterward as well, and, 
3. By making the trust revocable, still be free, when they return, to continue, 
change, or terminate the arrangement as their judgment then dictates. 


Through a funded insurance trust they may obtain all the foregoing services and, 
in addition, provide: 
1. For the payment of premiums on their life insurance; and 
2. For the administration of the proceeds of their life insurance upon the maturity 
of their policies. 


The Trust Institution May Have a Vital Part in Winning the War 


‘1. By_caring for and managing the property of persons engaged in the war effort 
and using it for the benefit of their dependents; 

2. By completing the settlement of estates and continuing for the duration of the 
war the administration of trusts transferred from persons now engaged in the 
war efforts; 

. By accepting for the duration of the war nomination as substitutes for and ap- 
pointment as successors to individual fiduciaries; and 

4 oe ig ntin nad with people on business and personal matters connected with estates 
and trusts. 


These trust services in wartime help immeasurably to preserve the economic stability of 
the country and to sustain the morale of the people. 


The above Statement was recently adopted by the A. B. A. Trust Division 
Attractively mounted copies may be obtained from the A.B.A. for $1.50 





“KILLED IN ACTION” 


EHIND the official reports of the 

action at Dieppe, on that memorable 
19th of August, 1942, lies a story of 
drama and, heroism that may well come 
to be as immortalized as the Charge of 
the Light Brigade. A mere handful, sev- 
eral regiments, invading a hostilely held 
continent fortified against great armies; 
a death-trap where Hitler’s hellions were 
prepared by advance warning from inter- 
ceptor planes; and little precedent for 
this experiment in Commando tactics 
against a foe still thought to be invin- 
cible. 


It seemed then, and still seems, to be 
another world, far removed from the secur- 
ity and peace of a trust officer’s desk in 
America. Only months before, one of the 
heroes of this raid, W. Roy Dillon, was 
among us at our conventions as public re- 
lations officer of the Royal Trust Company 
in Montreal. At the outbreak of the war, 
with a wife and daughter and a future of 
great promise in his chosen work of trus- 
teeship, feeling that his experience with 
people of both French and English back- 
ground and his training at the Royal Mili- 


W. ROY DILLON 
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tary College during the last war could be 
of use to his country, he enlisted for over- 
seas service, choosing a Quebec regiment, 
the Fusiliers Mont-Royal, commissioned first 
lieutenant. Refusing offers to important 
staff positions at home, he took the post of 
Transport Officer, soon rejoining his regi- 
ment in England, where he trained with 
the Commandos. 


Two years after leaving the trust com- 
pany office, he embarked with the small 
flotilla for the shores of France. Two Ger- 
man machine gun nests opened a murderous 
enfilading fire on his regiment as they ran 
across the beach at Dieppe; as Roy and a 
young boy grabbed Bren guns and charged 
the nests, he was hit but got up and made 
cover whence he “quieted” one of the em- 
placements. Wounded, he and the young- 
ster went after the other nest—when both 
were hit. A letter from another Captain 
tells the sequel; how the remaining Fusiliers, 
acting as rear-guard to cover the with- 
drawal of the other regiments, held their 
posts until all those able to run or walk 
had reached the shore; how some of those 
soldiers, in passing, asked Captain Dillon 
if he needed assistance and were told to 
forget about him, that he was unable to 
move and to make their getaway so as not 
to be taken prisoner. Mortally wounded, 
Roy Dillon proved the brave and gallant 
soldier of war, as he had proved the able, 
courageous and gracious soldier of peace. 
When the story of Dieppe is finally writ- 
ten, it will contain a tribute to the spirit 
of unselfishness of a great soldier and a 
great trustman. 


What Will Happen to our Young 
People After This War? 


In a little folder, the cover dominated by 
a ?-mark covered with boys and girls, the 
National Newark & Essex Banking Co. of 
Newark touches one of the main end ob- 
jectives of trusteeship. Referring to the 
period of readjustment of youth after the 
last war, and the similarity of duties of a 
real trust officer and Mr. Chips, the mes- 
sage speaks diplomatically of the trust- 
man’s combination of personal sympathy 
and business background as an anchor and 
guide for youth in war and its aftermath. 
It is real and timely, and deserved the per- 
sonal signature of the trust officer himself. 
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TRUST BUSINESS FROM BANK BRANCHES 


A Successful Program for Developing Such Accounts 


D. W. MACKAY 
Trust Officer, The United States National Bank, Portland, Oregon 


HE story of our adventures in the de- 

velopment of trust business through 
our branches stamps the task as one that 
requires persistent effort, a certain un- 
derstanding of human nature, and no 
small amount of imagination. Our bank 
now operates twenty-five branches, stra- 
tegically located throughout the state, 
and established after the enactment in 
June, 1933, of the Glass-Steagall law 
permitting outside branches.* Our state- 
wide system is therefore a comparatively 
recent extension of our banking facilities. 


The functions of a commercial bank 
were well known to the people of these 
various communities, but the notion that 
a commercial bank was equipped to act 
as executor, trustee, guardian or manag- 
ing agent of property, was far removed 
from their conception of our facilities. 
The local attorneys, being unfamiliar 
with our policies, were “stone cold” on 
the idea. They entertained the erron- 
eous notion—long since corrected—that 
their probate business would be trans- 
ferred elsewhere. 


*Our branch at The Dalles, Oregon, opened on 
July 5, 1933, was the first branch of a national 
bank throughout the entire country to be estab- 
lished under the authority of this law. 


Moreover, public relations had just be- 
gun to creep back from the nadir to which 
it had slipped in the early 1930’s. The 
tone of our trust literature was, there- 
fore, adjusted to the spirit of the times. 
The approach was indirect, featuring 
various enterprises or undertakings of a 
public or semi-public nature, more or less 
as a facade. This technique was cal- 
culated to cultivate public accord, build 
prestige and generally improve public 
relations. 


Local Color 


URING the fall and winter of 1934- 

35, the Trust Companies Associa- 
tion of Oregon sponsored a series of 
radio broadcasts designed to rebuild 
sound public relations and to promote 
interest in trust affairs. The station 
was owned and operated by the Oregon 
State Agricultural College. That enter- 
prise (reported in Sept. 1935 Trust Com- 
panies 291) excited the curiosity of the 
student body of the University, and, since 
these students came from all parts of the 
state where we had branches, it became 
apparent that we might with advantage 
feature “Oregon institutions of higher 
education” in our direct mail advertis- 
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ing. Hence, at fixed intervals each mail- 
ing piece carried an appropriate full 
front page photogravure of a different 
university or college, until all institutions 
of higher education in the state had been 
included. This front page carried 
neither copy nor comment other than a 
brief resume of the record and facilities 
of the college it featured, but, being cut 
down the center, it readily opened out- 
wards, disclosing the trust message bear- 
ing the bank’s name with the words 
Trust Department—Executors and Trus- 
tees. 

The design may have relegated our 
trust services to a somewhat secondary 
position, but it is well to remember that 
the average American in general, and an 
Oregonian in particular, takes great 
pride in his educational system. To thus 
irradiate his university or college kindled 
impulses which, from the point of view 
of public relations, were most refreshing. 
Moreover, the series mirrored our bank- 
ing system as a trust institution as well 
as a commercial bank. We included on 
our mailing list the names of the direc- 
tors of all independent banks in the state 
and the members of the State Board of 
Higher Education. The recipients may 
therefore be said to represent a cross- 
section of people of influence throughout 
the state, especially where we had estab- 
lished branches. The responsive mood 
with which subsequent releases of direct 
mail material were received must, in a 
large measure, be assigned to this ex- 
periment. 


The Indirect Approach 


OR years, trust officials have re- 

minded us of the futility of aiming 
our advertising at a multitude of people, 
of attempting to cover too great a terri- 
tory in development, of originating cam- 
paigns—such as employee campaigns and 
like misadventures, of diffusing instead 
of concentrating efforts on one particular 
mode of attack. Hence, in developing 
trust business through our branches, 
these misconceptions were avoided. Our 
efforts were, and continue to be, concen- 
trated on direct mail advertising. The 
people we seek to interest are limited to 
a carefully selected list of those whom 
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we believe to be influential or affluent or 
both. Our approach throughout may be 
said to be indirect and has proved ef- 
fective. 


The merits of an indirect approach 
through local life insurance underwriter 
and attorney contacts require no lengthy 
exposition. A large percentage of our 
trust business emanates from _ these 
sources. Branch managers and their as- 
sistants have various good reasons to 
maintain cordial relations with both 
groups and—while it must be conceded 
that the interests of a branch manager 
are centered on commercial activities— 
rising taxes, government regulations, 
changing business conditions and other 
complexities of the age have caused men 
and women of means to turn to these 
same branch managers for advice about 
such matters. Those who were prepared 
with sound and well-considered notions 
on the subject readily sensed the advan- 
tageous position in which they stood, 
both from a competitive angle and from 
the point of view of prestige. The pro- 
cess has tended to attune the interest of 
branch managers along trust as well as 
commercial lines, not in the sense that 
they are trust counsellors but that they, 
in due course, develop a certain aptitude 
sufficient to engage the interest of peo- 
ple of means in our trust facilities and 
what it will do for them. In some cases 
the business is closed through the local 
attorney. In most cases the original 
contact with the local manager is fol- 
lowed with a visit by a representative of 
the Trust Division. 


Direct mail featuring public affairs 
has much to do with maintaining inter- 
est, especially when the subject matter 
has something to do with the local com- 
munity, such as photogravures of places 
of historic interest, some special indus- 
try or the like, corresponding in design 
with the college and university series. 
Present day taxation affords abundant 
opportunities for fruitful direct mail 
releases, but publications on the subject 
must be concise, exclude anything of a 
technical nature, and deal only with 
practical points in terms that the aver- 
age person can readily understand. Our 
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current tax booklet, having passed 
through several revisions, now bears the 
title, “How are you going to meet the 
Tax Bill?” A supplement, entitled 
“Bringing You Up-to-Date on Estate, 
Gift and Personal Income Taxes,” con- 
tains appropriate schedules of the com- 
bined Federal and State estate, gift and 
income taxes. By this supplement, reis- 
sued in different color immediately after 
any change in the tax laws, the combined 
tax publication is at all times kept up to 
date. The release of this booklet, es- 
pecially the supplement, at each of our 
branches within a few days after a new 
tax law, has over a period of time had a 
cumulative effect. The banking system 
whose name appears on this advertising 
material has become the cynosure of an 
increasing number of people in search of 
experienced management for their prop- 
erty and estates. 


How Business Is Handled 


LL trust business obtained through 

our branches is handled at the Head 
Office in the same manner as if it origin- 
ated in the immediate vicinity. Our 
branch manager, or one of his assistants, 
functions as our contact man but does not 
maintain any records other than a corre- 
spondence file. Thus, in a case where we 
are named as executor, a trust officer 
immediately proceeds to the branch, con- 
tacts the attorney for the estate and 
other interested parties, and directs all 
proceedings leading to our formal ap- 
pointment. He then assembles the assets 
of the estate and forwards to Head Of- 
fice all stocks, bonds, notes, mortgages, 
accounts receivable, important correspon- 
dence, personal account books, income tax 
returns and other items that have to do 
with the management of the assets of the 
estate, in precisely the same manner as 
he would do with a local estate. On this 
same trip he will arrange for the ap- 
pointment of appraisers, obtain photo- 
graphs of all real estate holdings, the 
names of the tenants, the standing of 
the rental accounts and all other miscel- 
laneous details. Collections on accounts 
receivable can be made either at the local 
branch or forwarded direct to Head Of- 
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fice. If the estate includes several pieces 
of real property, we sometimes contact 
a local agent to look after the numerous 
details that arise, such as minor repairs 
and the like. The expense involved will 
vary from one to two dollars a month per 
house. 


The technique followed in the manage- 
ment of property will vary with the 
nature of the assets. An experienced 
trust officer can usually make all the 
necessary arrangements on his first visit. 
Our local manager is available for con- 
sultation with interested parties and 
keeps us in touch with the affairs of an 
estate or trust by notifying us promptly 
whenever anything of importance arises. 


We have handled all sorts of business 
undertakings. The trust officer in charge 
will arrange for the business to be con- 
tinued by a surviving key man. If there . 
is no such key man capable of carrying 
on, it will be his business to find one 
elsewhere. In sort, we adjust our meth- 
ods to the exigencies of each case. Some 
of our branches are upwards of 350 miles 
distant. When we have estates that arise 
from these distant branches we make 
free use of the airplane when quick con- 
tacts are required, as well as the long 
distance telephone, and (until recently) 
the motor car. 


Manual for Managers 


LL trust development work origin- 
ates at the Head Office. I would not 
say the business is actively sought by 
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branch managers in the same sense that 
a trust officer in charge of a branch trust 
department would go about his task. 
However, our managers are fairly well 
equipped to discuss our trust services 
whenever an opportunity arises and take 
every occasion to do so when they think 
they can develop and promote the ser- 
vice. It was for this purpose that we 
furnished each of them with an “Officers’ 
Trust Manual.” 


In this connection it may be of interest 
to point out that some years ago a trust 
section was added to the bank’s manual 
of operations. This section was a con- 
cise presentation of what trust service 
will do for the owner of property—not 
what it is or how it works. But, being a 
part of a large manual, it was soon Isc 
sight of and forgotten. Later we fur- 
nished each branch with a trust and tax 
service corresponding with the type ex- 
tensively used by insurance underwrit- 
ers. This was a misadventure. The ser- 
vice in the hands of an experienced trust 
man is most useful and convenient, but 
to a branch manager far too comprehen- 
sive to be practical. Thereafter, the or- 
iginal trust section was revised and 
brought up to date, but in addition to 
being inserted in the bank’s manual, 
extra copies were bound for the personal 
use of each manager. This “Officers’ 
Trust Manual” is not a “standard prac- 
tice manual” of trust operations, but 
rather a selected list of forms in common 
use, each preceded by concise and prac- 
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tical notes on points of frequent occur- 
rence. The forms were included because 
we had found that, without them, nota- 
tions on the subject, however skillfully 
prepared, would not be as effective. The 
purpose of the manual is to equip branch 
managers with a succinct and lucid out- 
line that mirrors our trust services as 
the solution to the problems of people 
with property. 


Four Principles Followed 


HE technique of developing new 

trust business through branches cor- 
responds, for all practical purposes, with 
that used at our Head Office, and may be 
summarized as follows: 


1. Go where the profitable business is 
and remember that wealth is mobile— 
new names rise and old names fade. 
Hence, a mailing list, being the blood 
stream of new trust business, must be 
constantly kept up to date. 


2. Build prestige with those who con- 
trol the disposition of business, and re- 
member that “unknowns” to you may be 
influential. The insurance underwriter 
is influential with his policy holders. 
Trust publications which, among other 
things, feature the value of life insur- 
ance, are helpful to him and through him 
find their way into the hands of the peo- 
ple whom you wish to reach. 


3. Prepare with care what you want 
these people to know about your trust 
service—what it will do for them. This 


has been the “bee in our’ bonnet” 
throughout much of our trust literature. 
The most recent brochure is in question 
and answer form, bears the title “Expe- 
rienced Management for Property and 
Estates—What We Can Do For You,” 
and presents the subject from the cus- 
tomer’s rather than the bank’s viewpoint. 


4. See that the story reaches them re- 
peatedly, in your own words and over the 
signature of your bank. Direct mail 
material, appropriately designed, will 
carry out this function. 





NEW BUSINESS 


PENSION TRUSTS—Types, Fees and Publicity 


Report #1 based on National Survey Conducted by Trusts and Estates 


HE survey of pension trusts an- 

nounced in the January issue demon- 
strated, above all, the need for exchang- 
ing experiences in this field for, whereas 
the sum total of experience reported is 
considerable, the separate experience of 
most of the reporting units is compara- 
tively small. 

To the question, “Which have you 
found relatively most profitable—the 
trustee-managed or the insurance con- 
tract type?” the answer, “Insufficient ex- 
perience,” is typical; a large New York 
City bank reports that it specializes in 
trustee-managed pensions funds and has 
none of the insurance company contract 
type; but elsewhere the insurance con- 
tract kind predominates. To the ques- 
tion, ““‘Which the generally most satisfac- 
tory?” the average guarded reply is, “It 
seems insurance contract type.” “Easier 
to administer,” adds one; and another, 
“The business is new and has not yet 
been with us long enough to find out what 
it is all about. We believe that the per- 
centage of profit per dollar of fee may 
be larger in the insurance contract type.” 
One correspondent expresses preference 
for the insurance company set-up because 
it assures a correct actuarial base. 

On the point of fees, our questionees 
reverse the process and ask us. “No 
definite schedule of charges as yet. Fee 
in each case based on particular duties 
and responsibilities involved. We are 
still experimenting. After the date of 
employee retirement what should be 
charged and who pays the Trustee then?” 
This is no single answer but a composite 
of many replies. 


Lack of Fee Uniformity in 
Managed Accounts 


WO New York banks, known to be 
trustees of large trustee-managed 
pension trusts, report rates of: 144 of 1% 
of the first $1,000,000 of principal, an- 
nually; 1/10 of 1% of the excess. Two 
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other New York banks report higher 
rates: 1%, of 1%, annually, of the first 
$2,000,000 of principal; % of 1% of the 
next $3,000,000; 1/10 of 1% of all over 
$5,000,000. Neither schedule includes re- 
mittances to pensioned employees. Gen- 
erally, the corporation handles these 
through its payroll department, requisi- 
tioning funds as needed from the trustee. 
If the trustee remits to the individual 
pensioners, an extra charge per check is 
made: 25c usually, or whatever charge is 


-.made for dividend disbursing, which the 


operation resembles. 


Some banks have tried to adapt person- 
al trust fees to trustee-managed pension 
trusts. One charges 2% of annual con- 
tributions to the fund; another, 1% on 
receiving and 1% on paying out corpus. 
Acceptance charges nominal, if any; 
minimum annual fees from $200 to $700. 
Many emphasize that their charges are 
tentative, incorporated in a memorandum 
separate from the trust agreement, and 
subject to revision by mutual consent. 
The New York banks come the closest to 
uniformity and it would seem that the 
principle of compensation which they 
have adopted and which has the inci- 
dental merit of simplicity, might well be 
followed, with perhaps a somewhat high- 
er percentage in the lower brackets. 
Carrying out this principle, the follow- 
ing schedule might be suggested: 


Annual fee: 
% of 1% of first $100,000 of principal. 
3% of 1% of next $100,000. 
% of 1% of next $800,000. 
1/10 of 1% of all over $1,000,000. 
Minimum annually, $500. No acceptance 
fee. Pension remittances, 25c per 
check. 


Compensation Under Insurance 
Contracts 


NSURANCE company contract trusts 
come closer to unanimity in fee bases. 
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The rate varies from $3.00 to $6.00 per 
contract—usually $5.00; annual mini- 
mum ranges from $50 to $500; accep- 
tance fees from $50 to $150. Note that 
the rate is per contract, not per bene- 
ficiary. There is a leverage, in this, that 
will increase fees. After the first year 
of the trust, as promotions occur and sal- 
aries increase, additional contracts must 
be deposited with the trustee so that, in 
time, half a dozen contracts may stand 
to the account of a single employee. One 
bank, reporting customer resistance to a 
piling up of $5 per contract on a single 
employee’s account, has modified its fee 
agreements to $3 for each contract, after 
the first, per employee. 


From the comparatively broad expe- 
rience reported, it is possible to compile 
a fair standard of charges for insurance 
company contract (annuity) type pension 
trusts: 


Acceptance charge of $3. per contract; 
minimum $150. 

Annual charge of $5. for each primary 
contract and $3. for each additional 
contract per employee. 

Minimum annually: $250. 


After the employee retires, there is no 
problem. The insurance company takes 
over. The annuity contract is turned 
over to the employee. If the contract re- 
quires that the annuity payments pass 
through the trustee, a charge per item is 
made; if there is a Reserve Fund to be 
invested, rates for trustee-managed funds 
are applied. There should always be a 
“reasonable compensation” clause for any 
services that may not be within the orig- 
inal contemplation of the parties. The 
trustee’s fees are paid usually by the 
corporation, but if not so paid, are 
chargeable to the trust. 


Examples of Admirable Publicity 


T appears that no local fiduciary asso- 

ciations have recommended schedules 
of fees for pension trusts; comparatively 
few banks have published specimen forms 
of pension trust agreements—names will 
be furnished on request. On the adver- 
tising side, some good things have been 
done, noteworthily by the Continental 
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Illinois of Chicago, which in January 
ran 3 cols. x 149 lines in five daily news- 
papers, offering to corporation executives 
copies of its 22-page “Memorandum on 
Pension Trusts and Profit Sharing 
Trusts with Retirement Benefits.” The 
memorandum is in the form of a legal 
brief; multigraphed; clear-typed; read- 
able; an authoritative, compact text-book. 


If You Are Interested In 
Employee Retirement Plans 


The Trust Department of this Bank will 
be glad to give any corporation executive 
a copy of its 22-page Memorandum on 
Pension Trusts and Profit Sharing Trusts 
with Retirement Benefits. 


This memorandum takes up the following 
questions: 


What employees 
benefits? 


What benefits can be provided? 


What contributions will have to be made by 
the company, or company and employees? 


How should the plan be administered? 
How can retirement funds be invested? 
What are the tax factors to be considered? 


How do the “anti-inflation law” and regula- 
tions thereunder affect pension trusts and 
profit sharing trusts with retirement bene- 
fits? 

What are the steps to be taken in setting up 
a retirement plan? 


should be eligible for 


CONTINENTAL ILLINOIS 
NATIONAL BANK 


AND TRUST COMPANY 
OF CHICAGO 


Member Federal Deposit Insurance Corporation 


The Detroit Trust Company, acknowl- 
edging the cooperation of the Continental 
Illinois, is distributing its booklet, “Em- 
ployee Pensions”; 25 printed pages; a 
thoughtful re-writing of the Continen- 
tal’s brief. 
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The Chase National Bank of New 
York, under the title, “Pension Trusts,” 
issues a 24 page booklet reprinting Sect. 
162 of the 1942 Revenue Act and ac- 
companying Congressional committee re- 
ports. The Manufacturers Trust Com- 
pany of New York sponsors a folder, 
bearing the same title, describing in non- 
technical language the social and practi- 
cal advantages of pension trusts. 

As noted in the December issue of 
Trusts and Estates, the Trust Company 
of Georgia has recently published an at- 
tractive 8-page booklet on “Pension 
Trusts for Employees.” Its emphasis is 


on insurance contract trusts and the col- 
laboration of life insurance underwriters 
is specifically solicited. 

The Continental of New York last year 
published, as “Trust Department Memor- 
andum No. 25,” a 4-page, multigraphed 
outline of a typical annuity contract 
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trust; the next of the series, its advises, 
is awaiting the release of regulations 
under the 1942 Act. Using multigraph 
also, the First National Bank of Minn- 
eapolis in December addressed a letter 
to corporation officers urging considera- 
tion of pension and profit-sharing trusts. 


This was a questionnaire, as we have 
commented, that worked largely in re- 
verse. The questions asked of us related 
(in addition to fees) principally to ad- 
ministrative practice and specimen trust 
agreements. Answers to these questions, 
discussion of legal and administrative 
phases of pension forms, methods of 
determining profitable volume and con- 
tacting prospects, will be the subject of 
further reports. Readers are requested 
to advise us of their questions and ex- 
periences on any of these or related mat- 
ters. 


BIBLIOGRAPHY ON PENSION TRUSTS 


Books 


Profit Sharing and Pension Plans—Winslow 
& Clark (Commerce Clearing House, Chi- 
cago) 

Executive Salaries and Bonus Plans — 
John C. Baker (McGraw-Hill Book Co., 
New York) 

Trends in Industrial Pensions—Latimer & 
Tufel (Industrial Relations Counselors, 
New York) 

Pension, Bonus & Profit-Sharing Plans— 
Meyer M. Goldstein (Diamond Life Bul- 
letins) 

Corporate Executives’ Compensation — 
George T. Washington (Ronald Press Co., 
New York) 

Private Pension Plans and the Federal 
Revenue Act—Albert Handy: N. Y. U. 
Contemporary Law Pamphlets, Series 1, 
Number 15. 


Articles in Trusts and Estates 


Are Employees Expendable—L. G. Han- 
mer: Feb. 1943, p. 1387. 

Pension Trust Business for Banks—L. G. 
Hanmer: Nov. 1942, p. 473. 

Employee Trusts under New Tax Bill — 
Peter G. Evans: Aug. 1942, p. 151. 

Pension Trust Developments — Denis B. 
Maduro: May 1942, p. 493. 


Pension Trust Proposals—Meyer M. Gold- 
stein: April 1942, p. 387. 


Employee Pension Trusts—Opportunities 
for Service and Profit — G. Warfield 
Hobbs: Feb. 1942, p. 169. 


Drafting Pension Trusts—William B. Hub- 
bell: Jan. 1942, p. 69. 


Field for Pension Trusts — Eugene M. 
Klein: March 1941, p. 263. 


Pension Trusts—Outline of Plan and Duties 
of Trustee—Fred P. McKenzie: Dec. 
1940, p. 641. 

Employees’ Pension Trusts—Lawrence R. 
Bloomenthal: Sept. 1939, p. 350. 

Pension and Deferred Bonus Trusts: Nov. 
1938, p. 613. 

Bona Fide Pension Trusts—Charles T. Rus- 
sell: Dec. 1937, p. 725. 

Social Security Through Corporate Fiduci- 
aries—Joseph W. White: Sept. 1936, p. 
331. 

The Annuity Purchase Fund—L. G. Han- 
mer: May 1935, p. 505. 

Industrial Pensions—L. G. Hanmer: April 
1935, p. 381. 

Pensions an Industrial Necessity—L. G. 
Hanmer: March 1935, p. 263. 

Facilities for Pension Fund Administration 
—L. G. Hanmer: Feb. 1935, p. 164. 
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Dependable Assistance 


As American banks face wartime 
problems of investment and opera- 
tion, the need increases for dependa- 
ble service from a New York corre- 
spondent. 


Central Hanover cooperates year in 
and year out with banking institutions 
in all parts of the nation—219, for 
example, have been correspondents 
continuously for more than half a 


CENTRAL 


HANOVER BANK 


AND TRUST COMPANY 
NEW YORK 
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TRUST NEW BUSINESS COLUMN 


GETTING READY TO BUILD 
TOMORROW 


HEN bankers and trust men get to- 

gether—as at the recent Mid-Win- 
ter Trust Conference and the local con- 
ferences of the Financial Advertisers 
Association—there is much discussion of 
the place of banking and trust business 
in the post-war era. But the surmise 
comes, as the phrases roll, that while a 
great deal is being said about after-the- 
war, not much is being done about it. 


Q. What can be done about something 
that has not happened? 


A. Prepare for it! 


We have envisaged the post-war age 
with logic and imagination. On the pre- 
mise that great destruction has been 
wrought abroad we conjecture great re- 
building. On the premise of world-wide 
hunger we predicate expansion of our 
agriculture and our food-processing in- 
dustries. The steel that has been sur- 
plus cannon and tanks will be scrapped 
and melted and rehammered into swift 
vehicles that will fill the highways and 
airways of the world with restless peo- 
ple. Our money will flow into impover- 
ished lands to finance housing and the 
building and tooling of factories. Amer- 
ican engineers will drill oil-wells and lay 
pipe-lines and construct refineries, spin 
networks of electric transmission lines, 
build airports in jungles and deserts and 
icefields as they seek the shortest dis- 
tance between two points. Such predic- 
tions as these we build on present facts. 


An Exciting Project 


E are aware of other facts: That 

many of our young men and women 
are seeing today the very lands where 
tomorrow’s exciting commerce will lie. 
Friendly and likable, in typical American 
fashion they are mingling with the peo- 
ple of these lands. Today they are sales- 
men of American goodwill; in tomorrow’s 
world of. peace they will be salesmen of 
American goods and American credits to 
markets in the six continents and the is- 
lands of the seas. 


Now we come to the trust man, whose 
prospects may seem drab in contrast to 
the excitements of global commerce. But 
not necessarily; he can have plenty of 
fun, too, in the post-war world. 


It will be his lot to deal with the young 
people who come back—some of them to 
his own institution. As employer, or as 
community leader, he can help these 
young people who have lately known salt 
spray and star dust to re-adjust them- 
selves to earthbound living. There will 
be those electing adventure whom the 
trust institution will continue to serve 
through trust or agency arrangements 
or through ordinary banking channels. 
The trust officer who deals with these 
people will be aware of expanding hori- 
zons though his own feet may rarely 
stray from the routine of home-to-desk. 


It will be his lot to deal with the in- 
vestments that represent the wealth of 
this post-war world: with the debts and 
equities of domestic industries whose 
activities have over-leaped domestic bar- 
riers, with the debts of foreign states 
and enterprises—puzzlements far more 
engrossing that the what-to-do about the 
J. Doe mortgage. 


What To Do Today 


HERE are books to read. Factual 

books that tell of foreign countries 
and their people. Novels and drama and 
poetry that tell us how the people feel 
and think. Books on banking and eco- 
nomics and housing and sociology and 
history. Languages to learn, or to re- 
study (many are doing this!). 


There are people to know; people 
transplanted from every important cul- 
ture in Europe and Asia and the Ameri- 
cas. In every community, if we look 
around, there is human material at hand. 
The Greek at the confectionery whose 
father was mayor of a village in Mace- 
donia; the Swedish grocer who studied 
cooperative economy at Stockholm; the 
Czech mechanic who knew, in his home- 
land, the benefits of employee security 
plans which we might profitably study. 
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Refugees have come among us: physi- 
cians and economists, lawyers, teachers 
and merchants—all eager to learn our 
ways. Why shouldn’t we be as eager to 
learn theirs? 


For this we must realize: that if 
American business and American social 
and political concepts are to win and keep 
the pre-eminence they deserve in the 
world we hopefully foresee, we must 
know the people who make up this world. 
In the past our foreign salesmen have 
lost markets to competitors who were 
purposefully taught not merely the tech- 
nique of their product but techniques of 
culture—who could talk music as well as 
machine tools with the Brazilian (as 
bored as anybody by unbroken shop talk) 
and philosophy inter alia with the Chin- 
ese. We must not commit this error of 
omission again. We must be prepared to 
think globally when we have finished with 
this global war. 


op) planning will give trust 
promotion a major part of 
your bank’s 1943 advertising appro- 
priation, to make the most of an 
unprecedented opportunity to get 
trust business. 


Wise planning — based on many 
years of experience—makes Purse 
advertising unusually effective. 


Write today for full details. 
The PURSE Company 


Chattanooga, Tennessee 
Headquarters for Trust Advertising 
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Trustmen have no Atlas-load to carry 
—no more than their fair share. Be- 
cause of the impact they cumulatively 
can have on people and because of the in- 
fluence they collectively can assert in the 
investment field, the share of trustmen 
can be large in shaping the world to come. 
If they have the will! 

* * * 


CURRENT COPY 


MAGINATION and good taste, in 

both copy and typography, have con- 
sistently characterized the booklet and 
folder releases of the Fiduciary Trust 
Company of New York. They are con- 
temporaneous. A war is being fought; 
we are in it; our economy is dynamic; 
we are in that, too. 

We like particularly a recent series 
of leaflets that ring a change on an old 
idea: the reproduction of a newspaper 
advertisement as a mailing piece. The 
change lies in the artistry of the repro- 
duction. These are folders printed in 
browns on off-white stock; the adver- 
tisement is spread across the inside of 
the fold; the cover bears appropriate 
illustrations, in wood-cut style, to titles 
such as “When Washington Went to 
War,” or to a quotation from Oliver 
Wendell Holmes, “. . . but we must sail, 
and not drift, nor lie at anchor.” 

Liaison with the familiar in literature 
was likewise happily used in an earlier 
booklet, “1931-1941; Difficult Decade,” 
which celebrated the tenth anniversary 
of the Fiduciary Trust. Here a quick 
review of the investment factors of tax- 
ation, the purchasing power of money, 
obsolescence, invention, social change 
and war, was tied by a quotation from 
Lewis Carroll—‘Here, you see,” said 
the Red Queen, “it takes all the running 
you can do to keep in the same place”— 
to the five characteristics of the trust 
company, chapter headed as Specializa- 
tion, Personal Attention, Unbiased 
Judgment, Organization and Initiative. 
This is writing that stays in the mind. 


Correction: In the article “Odyssey of a 
Trust Prospect” in the February issue, point 
7 on page 145 should read: “The best sales- 
man is—always will be—the pleased cus- 


tomer.” 





NEW BUSINESS 


SAFEGUARDING 


Your Property in Wartime 


HE search for the philosophers’ 

stone by which the intricacies and 
variations of trusteeship could be de- 
scribed in living, breathing language to 
the layman, has challenged the imagina- 
tion of trust officers for generations. 
Too often, by the time the viewpoint of 
copywriters, lawyers, directors, wives, 
secretaries and the office boy have been 
garnered, the deglamourization of copy 
has been complete, and the best that can 
be said of the result: “it will offend 
no one.” Nor will it interest anyone. 
There have been delightful exceptions, as 
attractive as desert blooms after a spring 
rain, colorful and natural. 

Or brochures have been laboriously 
constructed along the most technically 
correct grounds, with hordes of graphic 
proofs or tabulations that set the unini- 
tiated brain awhirl. And usually geared 
to getting the most “coupon returns” to 
prove effectiveness by return mail—pen- 
alties of the Direct Selling phobia that 
pervades many bank budgeteers and does 
everlasting injustice to the originator. 
There is a mistaken idea that clever writ- 
ing can perform wonders in making a 
short-cut around the indifference, ignor- 
ance or antipathies of the prospect— 
which are the reasons he is not a cus- 
tomer. Too often, the origins of trustee- 
ship, in the confidential familiar relations 
enjoyed by the old family solicitor, are 
overlooked. Or direct mail and adver- 
tisement copy is more interested in tell- 
ing the readers (which are only prospec- 
tive readers anyway) about ourselves. 

What a refreshing relief then to come 
across the new booklet under the title of 
this review, just published by the Con- 
tinental Bank & Trust of New York, with 
its earthy, conversational manner—writ- 
ten the way one would talk to an acquain- 
tance. Genially expressed in manner 
neither ponderous nor “written-down” to 
the supposed lay level, it starts off uni- 
quely with a foreword in letter style, 
signed by—of all people—the Trust Of- 
ficer himself. “There may have been a 


and Afterward 


time (we doubt it) when trust business 
could be treated with an out-of-this- 
world detachment—but not today!” is 
typical of the frank, friendly approach 
which, as in personal contact, is the in- 
gredient of confidence. The first of the 
four brief sections is aptly headed: “Get- 
ting Acquainted: an outline of Trust Ser- 
vices,” with emphasis on de-mystifying 
as per the commentary on the Living 
Trust: “Your imagination must be called 
on now. Among the ‘legal fictions’ which 
make our common law a joy to students 
is the fiction of equitable title.” 


Speaking of the trust institution as a 
Financial Home for those enlisted, 
whether here or abroad, in war services, 
the text describes not merely duties but 
situations which the various services fit, 
though it contains a “streamlined check 
list” of what the investor usually looks 
for, and by comparison some seven risks 
of war to which estates may be subject. 


Then comes a very thought-provoking 
chapter on “The Place of Taxes,” with a 
boxed outline entitled ‘““We Foresee, as 
reasonable certainties: And in the final 
page on Trends comes the arresting re- 
mark: “Today we do not conceive of capi- 


It must be made to work 
actively, constructively. Principal and 
income tend to merge . . . Corporative 
trustees favor the trend, for they know 
that the income beneficiaries—wife and 
children usually—mean much more to the 
maker of the trust. . .” 


tal as static. 


At the end, as in a letter, comes the 
only signature of the bank, following the 
L’envoi: “These are among the things 
you owe to yourself—and those dear to 
you—to talk to us about.” 


Is such unconventional an approach 
successful? Even by that harshest test 
of signed responses, it is significant that 
of 1500 letters of like strain, offering 
copies to lawyers, 700 have initialed their 
interest—of 900 customers and prospects 
circularized last month, 400 have already 
said “I do.” 





Opportunity for Local 
Trust Groups 


A letter from Albert Journeay, Vice Pres- 
ident of The Purse Company, comments on 
a recent meeting of the Fiduciary Associa- 
tion of Evansville, Indiana, attended by the 
trust employees of the four banks. 


“Tt seems to me,” he writes, “that the 
Evansville banks are far-sighted in occa- 
sionally bringing their personnel together 
for joint discussion of trust matters. It is 
especially wise today when so many new 
employees have been added and when the 
old ones as well as the new ones, need assur- 
ance that their jobs are important to the 
nation’s well-being and that there is a real 
future in the trust field.” 


If every community with two or more 
banks engaged in trust business had a trust 
association, and that association worked, 
the leap in the growth and prestige and 
morale of trust business everywhere would 
be something to see. State and national 
associations are necessarily ponderous af- 
fairs. Their meetings are infrequent, and 
because the spotlight of publicity is upon 
them, there is little taking down of hair at 
these meetings. But the local association 
can meet informally often; the rank and 
file can attend; there can be a minimum of 
shadow-boxing—real punches can be land- 
ed. Guests from other associations, and 
occasionally speakers who are authorities 
in the field of taxation, investments, public 
relations, trust administration or trust law, 
could teach—and learn. 

Maximum benefit would accrue (and we 
commend this to the enterprising Evansville 
group if it has not already tought of it) 
if, at appropriate meetings, customers and 
trust prospects of the member banks, and 
their own directors and commercial officers 
were invited. 
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Canadian Trust Assets 


Annual reports to stockholders reveal the 
following figures for the amount of Estate, 
Trust and Agency Funds held by Canadian 
trust companies. 


Montreal Trust Co. __.._..___. $870,991,923 
Royal Trust Co., Montreal 730,064,989 
Toronto General Trusts Corp. 228,225,769 
Société d’Administration et 
de Fiducie, Montreal 31,546,078 
Northern Trusts Co., Winnipeg 14,259,094 
Central Trust Co., Moncton, 
N. B. 
Grey & Bruce Trust & Savings 
Co., Owen Sound, Ont. ____. 


at 


The Trust Department of the Hartford 
(Conn.) National Bank & Trust Co., re- 
ported at the close of last year 1,481 ac- 
counts with a total book value of $163,- 
412,000. This represented a slight loss in 
total assets administered due to exception- 
ally large estate distributions but an actual 
gain in more permanent fiduciary funds. 


4,705,158 


2,108,213 


What and How 


The latest in Gilbert Stephenson’s Studies 
in Trust Business is titled “What and How 
a Trust Institution Should Tell People 
About Itself and Its Trust Business.” The 
“what” includes financial responsibility, 
staff and equipment, safeguards, back- 
ground and experience, services, policies, 
charges, and trust figures (the latter dis- 
cussion is particularly interesting). The 
“how” embraces statement of condition, an- 
nual report to stockholders, official pamph- 
let, financial publications, and government 
reports. The Study is contained in a sup- 
plement to the February issue of The Trust 
Bulletin. 


Worcester County Trust Company 


TRUST DEPARTMENT OFFICES 
344 MAIN STREET, WORCESTER, MASSACHUSETTS 
533 MAIN STREET, FITCHBURG, MASSACHUSETTS 


MEMBER OF FEDERAL DEPOSIT INSURANCE CORPORATION 








WAR DAMAGE INSURANCE ON MONEY 
AND SECURITIES 


New Policy Coverage for Assets on Premises 


A. F. LAFRENTZ 


President, American Surety Company of New York and 
Money and Securities War Damage Group 


HE insurance program of the War 
Damage Corporation is of particular 
interest to fiduciaries who are desirous 
of obtaining adequate coverage for the 
property, including money and securities, 
under their control. War Damage Corpo- 
ration, created by Reconstruction Finance 
Corporation, has been authorized by an 
act of Congress to provide reasonable 
protection against loss of or damage to 
real or personal property resulting from 
enemy attack, including any action taken 
by the military, naval or air-forces of the 
United States in resisting enemy attack. 
Its insurance program is divided into 
three parts: 


1. Protection against loss of or dam- 
age to residential and business property, 
which was made available July 1, 1942. 


2. Protection against loss of or dam- 
age to money and securities shipped by 
registered mail or express, which was 
made available October 1, 1942. This 
coverage was full described by Arthur 
E. Muller in the December issue of 
Trusts and Estates. 


3. Protection against destruction of 
or damage to money and securities other 
than while in the mail or in the custody 
of a carrier for hire. This insurance 


was made available December 21, 1942, 
and is the coverage which will be re- 
viewed in this article. 


History of Money and Securities Policy 


N the evolution of the policy there 

were many factors which had to be 
weighed carefully. For example, the idea 
of the maximum limit of insurance per 
insured had to be abandoned and in its 
place a maximum limit for premises was 
established. In this way, the inequality 
which would have existed between an in- 
sured operating a single office and an 
insured having several branch offices was 
avoided. 

It was necessary to make provision for 
the purchase by an insured of protection 
on securities in a safe deposit box rented 
from a bank or safe deposit box company. 

The method of providing In Transit 
protection was changed from the amount 
of insurance for each premises to a 
broader plan of an amount applicable to 
the entire organization. 

The problem of providing protection 
for customers of stock brokers and of 
banks or other institutions or agents with 
whom the insured carries a safe-keeping 
or other account involving securities, 
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made necessary the provision permitting 
an insured to purchase insurance on his 
securities in possession of any such cus- 
todian. Blanket protection for securities 
in possession of custodians was provided 
if desired, rather than specific coverage 
for each custodian. 


Again, In Transit coverage was made 
broad enough to include normal business 
transactions where the securities are out 
of the possession of the insured or his 
messenger for any business purpose, such 
as signature, exchange, redemption, 
transfer, delivery, etc. 


The final result was WDC Policy Form 
No. 1(a), an instrument so flexible that 
any person, firm, corporation, trustee, 
municipality, public official, hospital, so- 
ciety or other organization, owning or 
holding money or securities, may procure 
the exact type and the amount of pro- 
tection desired as respects their own busi- 
ness premises or elsewhere. 


Protection for Fiduciary Interests 


NDIVIDUAL or corporate trustees, 

executors, administrators, guardians, 
etc., may secure protection against the 
war risk hazard by purchasing the money 
and securities coverage applicable: (1) 
within the insured’s business premises; 
(2) within the insured’s safe deposit 
boxes rented from a bank or trust com- 
pany; (3) within the offices of any cus- 
todian, and (4) for any business purpose 
outside all premises and safe deposit 
boxes and outside any custodians speci- 
fically covered. 


A bank or trust company may purchase 
a policy in its name and with amounts of 
insurance estimated appropriate to cover 
its property and that held by it in its 
fiduciary capacity, or such bank or trust 
company may restrict the amounts of in- 
surance by considering only its own 
property. In the latter event, it may 
supplement its own policy with any num- 
ber of separate policies, each relating 
only to a specific estate. This likewise 
applies to individuals acting in a fidu- 
ciary capacity and to attorneys handling 
securities for clients. 


Discounting entirely the question of 
whether a fiduciary may or may not be 
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held legally liable for trust property lost 
through the hazard of war and consider- 
ing only (1) the matter of prudent hand- 
ling, (2) the same reasons which prompt- 
ed purchase of War Damage Insurance 
on real property, and (3) the relatively 
small premium cost, it would seem ad- 
visable, now that the Money and Securi- 
ties Policy is available, for individual 
and corporate fiduciaries to protect their 
interests by purchasing such coverage. 
Such action will furnish desirable insur- 
ance and in addition will prevent the pos- 
sibility of misunderstanding or contro- 
versy later on should a loss occur due to 
the hazard of war. 


Scope of Coverage 


TWYHE Money and Securities Policy af- 

fords coverage against “direct loss 
through damage to or destruction of the 
money and securities covered hereunder 
and owned by the insured or held by the 
insured in any capacity, which may re- 
sult from enemy attack, including any 
action taken by the military, naval or air- 
forces of the United States in resisting 
enemy attack.” The policy provides for 
four types of coverage: 


(A) Within any preferred vault at 
any location specifically designated in the 
application of the policy. 

(B) Within any safe or vault, in- 
cluding preferred vault, at any location 
likewise designated. 

(C) While within any of the prem- 
ises designated, including safe or vault 
located in the premises, or within any 
of the custodians designated, including 
the bank or safe deposit vaults used by 
the custodian for safe-keeping. 

(D) While in transit or otherwise for 
business purposes outside the premises 
and safe deposit boxes irrespective of the 
locations designated and outside custo- 
dians specifically designated but exclud- 
ing loss in the mail or in the custody of 
a carrier for hire other than an armored 
motor vehicle company. 


Any one or all of these forms of cover- 
age and the divisions thereof as between 
money and securities may be applied for. 
The limit of the corporation’s liability 
for any and all losses under each such 
coverage and with respect to each divi- 
sion is the respective amount of insur- 
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ance granted therefor but such limitation 
of liability under any one coverage or 
division will not serve to restrict recov- 
ery under any other coverage or division. 
Two or more related interests may be 
named in a single policy but in such event 
the limitation of liability will apply not- 
withstanding the additional interests. 


Definitions 


HE insurance covers money and se- 

curities only while within the Con- 
tinental United States, Alaska, Virgin 
Islands, Hawaii, Puerto Rico and the 
Canal Zone. , 


“Money” includes all forms of cur- 
rency, postage, revenue and War Savings 
Stamps, and precious metals (refined or 
unrefined), but excludes coin collections 
as well as jewelry and other articles 
made from precious metals. 

“Securities” includes all types of se- 
curities, evidences of debt, checks, money 
orders, warehouse receipts, bills of lad- 
ing, life insurance policies, deeds, mort- 
gages, etc. 

“Premises” means the interior of that 


portion of any building occupied by the 
applicant in the conduct of its business. 
“Safe Deposit Boxes” refers to all such 
boxes in any bank or safe deposit com- 
pany vault used by the applicant for the 
safe-keeping of money and securities. 
“Custodian” signifies any of the offices 


“Liberty Fleet Day” in Southern 
California went off with a big 
splash, or rather, four of them. 
The four new ships launched 
here represented the largest 
number of vessels to slide down 
the ways during the nation-wide 
observance of this big  ship- 
launching day. The 3200-ton C-1 
type freighter SS Alcoa Polaris 
is shown hitting the water at the 
Long Beach yard of the Con- 
solidated Steel Corp. 
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of any bank, broker or agent with whom 
the applicant carries a safe-keeping or 
other account involving securities, as well 
as any agent of the United States or poli- 
tical sub-division thereof with which the 
applicant has deposited securities. In 
connection with Coverage “C” the term 
“custodian” includes any bank vaults or 
safe deposit vaults used for safe-keeping 
by such custodian. 


A “Preferred Vault” is one that is in- 
corporated in the building in which it is 
situated having (a) masonry walls at 
least twelve inches thick or reinforced 
concrete walls at least eight inches thick, 
in either case lined with steel at least 
one-half inch thick; or (b) masonry walls 
at least twenty-four inches thick or rein- 
forced concrete walls at least sixteen 
inches thick with or without steel lining; 
or (c) steel walls at least one inch thick 
and providing that every entrance to a 
preferred vault shall be equipped with 
steel doors having a thickness of not less 
than two and one-half inches. 


“Vault” as used in the policy is a 
permanent construction of iron, steel, 
brick, concrete or similar masonry built 
into the building and having an iron or 
steel door. 

“Safe” is designated as a movable con- 
struction of iron or steel with an iron or 
steel door. 





Trust Accounting Department 


The West’s Largest 
Trust Company 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Premium Rates 


T would seem that many clients who 

purchased War Damage Insurance on 
real property should be interested in the 
Money and Securities Policy because the 
reasons prompting desire for the pro- 
tection are the same and because of the 
smaller cost of the Money and Securities 
insurance. For example, an individual 
who insured his home, its contents and 
his automobile paid $1.00 per $1,000 for 
such protection, whereas he can insure 
his securities in his safe deposit box or 
lodged with a bank under a safe-keeping 
arrangement for 744c per $1,000 if with- 
in a preferred vault, or 15¢c per $1,000 if 
within a vault of less than preferred 
quality. A business man may cover 
money within his business offices for 
$1.00 per $1,000 and securities for 30c 
per $1,000. The rates for Money and Se- 
curities insurance represent an incentive 
for the purchase of the protection. 

The mechanics of handling the Money 
and Securities Policy are similar to those 
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followed in connection with the original 
Policy WDC Form No. 1. The Casualty 
and Surety Companies participating in 
the program act as Fiduciary Agents of 
War Damage Corporation and are 
pledged to assist the Government in the 
proper and efficient handling of the pro- 
gram. Insurance brokers and insurance 
agents representing a Company acting as 
Fiduciary Agent are designated as Pro- 
ducers and as such are acquainting the 
public with the money and securities cov- 
erage and are servicing the needs of 
clients. The Fiduciary Agents have es- 
tablished a Central Office, 111 John 
Street, New York City, which will re- 
ceive all applications, issue all policies 
and handle the details of the insurance 
for all applicants, producers and Fidu- 
ciary Agents. To provide for applicants 
in all sections of the country equality of 
opportunity for the purchase of the in- 
surance, it has been arranged that cover- 
age may become effective from the date 
of mailing of the application by the pro- 
ducer to the Central Office. The plan has 
been in operation for more than two 
months with satisfactory results. 


Important Factors 


HE following answers to typical 

questions relative to this insurance 
are interesting and helpful in appraising 
the coverage afforded by the policy: 


It is possible for an applicant having 
unusual requirements to apply for a 
special amount of insurance in excess of 
the limit specified in Rule 14 of Regula- 
tions “D”. 

The policy does not contain a co-in- 
surance clause. The applicant must de- 
cide upon the amount of protection de- 
sired. As to money, it is advisable to 
insure to value. As to securities, some 
applicants insure to value while others 
consider as sufficient insurance the esti- 
mated amount necessary to replace the 
securities. 


The policy does not cover confiscation 
by the enemy. 
Lessees of safe deposit boxes may pur- 


chase insurance protecting their money 
and securities while within such deposi- 
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tory. The contents of customers’ safe 
deposit boxes are not covered by the 
bank’s policy. 


Increase or decrease or change in an 
outstanding policy is permissible under 
certain conditions by use of WDC Form 
No. 17. 


Premium check drawn to the order of 
the War Damage Corporation or the 
Fiduciary Agent is acceptable. The Cen- 
tral Office cannot accept check drawn to 
the order of the Agent because of ac- 
counting arrangements with the Federal 
Reserve Bank. 


The policy does not include coverage 
for bills receivable, accounts receivable 
or records which do not come within the 
definition of Securities. 


A person acting as trustee for several 
estates may purchase a single policy in 
his own name in an amount sufficient to 
cover all estates, or he may purchase a 
separate policy for each estate. 


The policy does not provide for auto- 
matic restoration. Thus, if additional 
insurance is desired, the insured may 
submit the request for consideration by 
War Damage Corporation. 


Blanket protection on all premises— 
i.e., a single amount of insurance ap- 
plicable to the head office and all branch 
offices of the insured—-is not permissible. 
The amount of protection desired for 
each location must be specified in the 
application. 


While two or more related interests 
may be named as insured under a policy, 
it is not possible to include the phrase 
“its subsidiary and affiliated compan- 
ies.” Each subsidiary or affiliate on 
which coverage is desired must be listed 
by name. 


The results for the brief period for 
which this policy has been on the market 
show that the public is interested in the 
coverage. A steady flow of applications 
is received daily at the Central Office and, 
while in the beginning the principal ap- 
plicants were located either on the Atlan- 
tic or Pacific seaboards, an increasing 
number of applications are now coming 
from the central portions of the country. 


Outside Accountants 
for Audits 


The New Jersey Banking Advisory Board 
has suggested the use of outside account- 
ants for annual bank audits. “While this 
would not relieve the directors of their 
statutory responsibilities, such a procedure 
would appear to be wise,” the board stated. 


“The department’s official examination 
and the accountant’s audit cover entirely 
different fields, and neither can be con- 
sidered as a substitute for, nor as filling 
the ground on the other; they merely sup- 
plement each other. 


“Despite the statutory presumption to 
the contrary, the value of a directors’ ex- 
amination, made without the aid of pro- 
fessional accountants, is seriously open to 
question as far as banks are concerned, due 
to the fact that the directors, except in 
isolated instances, are not equipped through 
training and experience to conduct such ex- 
aminations.” 


BUSINESS NEED NOT 
“FLY BLIND” 


Our services 
chart a safe 
course through 
problems in- 
volving in- 
come and 
estate taxes. 


/ 
/tThe AMERICAN 
APPRAISAL Company 


CONSULTANTS IN PROPERTY ECONOMICS 





BILLS TO INCREASE 
TRUST FEES 


WO bills to increase the commissions 
of trustees, both testamentary and 
under inter vivos instruments, have again 
been introduced at the present session of 
the New York State legislature. The 
bills propose no change in the existing 
fees for executors, administrators, and 
guardians. 
On income the trustee shall receive an- 
nually: 
(a) 5% on first $2,000, with a mini- 
mum of $40 but in no event more 
than 7%; 
(b) 3% on the next $8,000; 
(c) 2% on the balance. 


On principal, whether paid out or not, 
the trustee shall receive annually: 


(a) An amount equal to the commis- 

sions on income, and 

(b) An amount equal to one-half the 

income commissions. 

At the time of distribution the trustee 
shall receive 1% receiving commissions 
on principal and, if the trust has been in 
operation for five years or more, the trus- 
tee shall also receive 1% paying commis- 
sions on principal. If the annual com- 
missions received from principal do not 
equal or exceed the commissions on dis- 
tribution, the trustee may receive the dif- 
ference between the latter and the aggre- 
gate of the annual commissions from 
principal. 

After the termination of any life in- 
terest, or a period of 27 years in the case 
of no life interest, annual commissions 


To Attorneys, both within and 
without our State, we offer full 
cooperation in all matters pertain- 
ing to fiduciary business. Special 
appointments for men _ entering 
active Service. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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shall no longer be taken from the princi- 
pal of any trust in perpetuity, unless 
specifically authorized by the creator of 
the trust. 

If the gross principal is $100,000 or 
more and if there is more than one trus- 
tee, each trustee shall be entitled to a full 
commission; in cases where there are 
more than three trustees, three full com- 
missions are to be divided among them 
according to the services rendered by 
them respectively. If the principal is less 
than $100,000 and if there is more than 
one trustee, one full commission is to be 
apportioned among them according to 
services rendered. 

Where a trustee is required to collect 
rents and manage real property he may 
retain 5% of the gross rents collected, in 
addition to all other commissions, but 
there shall be only one such additional 
commission regardless of the number of 
trustees. 

Disbursements are to be allowed to the 
trustee, and if he is an attorney-at-law 
he may also receive reasonable compen- 
sation for legal services rendered. 


Where the will provides a specific com- 
pensation to the trustee, “he shall not be 
entitled to any other allowance for his 
services unless by a written instrument 
filed with the surrogate within four 
months from the date of filing his oath, 
he shall renounce the specific compensa- 
tion.” 

If in any existing trust the trustee has 
already received a part of his principal 
commissions, he is not to receive the an- 
nual commissions from principal until 
after credit has been taken for the 
former. 

The bill on testamentary trustees pro- 
vides that the surrogate may allow ‘“‘such 
additional compensation as under the cir- 
cumstances may be just and reasonable, 
if the amount of income received in a 
trust be unusually small or the trustee’s 
duties unusually difficult or burdensome, 
or if for any other reason the commis- 
sions herein provided do not adequately 
compensate him for services rendered.” 
An equivalent paragraph gives the court 
discretion to award additional compensa- 
tion to inter vivos trustees. 
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WOMEN IN TRUST WORK 


HENRIETTE J. FUCHS 
President, Association of Bank Women: Trust Officer, Underwriters Trust Co., New York 


T is generally conceded that the ex- 

perienced women engaged in trust 
work in our American banking institu- 
tions are measuring up to the demands 
occasioned by the present world condi- 
tions. They are assuming, quite natur- 
ally and with calm confidence, the greater 
responsibilities that are being literally 
forced upon them. While these women 
realize that their possibilities for ad- 
vancement are unusually favorable, their 
paramount desire is to serve creditably 
and professionally. 

There is no field of banking that offers 
a more interesting opportunity for the 
young woman; but to “move on” she must 
realize that a thorough understanding of 
the fundamental principles of trust 
functions is a prerequisite. Wishful 
thinking will not pave the way. The 
carefully prepared courses offered by the 
American Institute of Banking for the 


ambitious employee, coupled with every- 
day reading of related subjects to supple- 


ment practical experience, provide a 
recommended avenue of approach to suc- 
cess—possibly, to an executive position. 


“Natural” Attributes 


OES woman possess the necessary 

attributes for the making of a suc- 
cessful executive? Her mental powers 
and natural proclivities especially fit her, 
it would seem, for the multitudinous and 
widely varied duties connected with trust 
functions. She is not so readily irked 
with the everlasting detail of trust de- 
partment operations which ultimately 
“make or break” the trustee. 

Woman is a born caretaker. Consider 
the well-known cart: “Trust service has 
a great heart appeal, since it concerns 
that which man holds most dear in life— 
his family and his property.” Unques- 
tionably, woman possesses the qualifica- 
tions to interpret “what he holds most 
dear,” and who will gainsay that proper- 
ly trained, with emphasis on the trained, 
she should also be able to administer 


wisely and efficiently “his property.” It 
is interesting to recall that the great in- 
ternational banker, Meyer Amschel, on 
his dying bed, admonished his five sons: 
“Take no important step without first 
telling your mother about it, and if her 
judgment is different from the judgment 
of all five of you, then follow your 
mother.” 

Perhaps women do show a more sym- 
pathetic attitude toward the bewildered 
customer. To illustrate: Some few years 
ago, an elderly widow was helped, by 
correspondence, through the intricacies 
of a “stock right” transaction, which to 
her lay mind was meaningless and with- 
out value. The result was an ultimate 
gain to her bankbook of several hundred 
dollars, and she wrote to express appre- 
ciation, venturing the inquiry—could it 
possibly be that her correspondent was a 
woman? In those days, custom hid fe- 
male identity behind the writer’s initials 
in signatures on company letters. This 
elderly customer had sensed an under- 
standing note in the correspondence. 


A Woman’s Intuition 


ND what of woman’s intuition? Is 

not this of real value in the business 
world when added to knowledge, good 
judgment and perspective? History tells 
of intelligent, clear thinking women 
throughout the ages. The simple narra- 
tive of Moses, reciting the law of inheri- 
tance on the promulgating of the land 
law which should govern the new settling 
of Canaan, undoubtedly records the ear- 
liest of fiduciary reasoning by women. 
The command to divide the land among 
the people of Israel “according to the 
number of the tribes of their fathers,” 
awakened an earnest desire in the daugh- 
ters of Zelophehad, to share in the in- 
heritance. Under the general rule, their 
father dying without male issue, this 
family would receive no _ inheritance. 
“And they stood before Moses... say- 
ing: ‘Our father died in the wilderness 
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. and had no sons. Why should the 
name of our father be done away from 
among his family because he hath no 
son? Give unto us therefore a possession 
among the brethren of our father.’ ” The 
petition of these young women was grant- 
ed, resulting in a general enactment re- 
specting the right of inheritance when a 
man dies and leaves only daughters. 
Pioneers, they took decisive steps, and 
because of their conviction, thereafter 
things were different for the women. 


Woman is making definite strides in 
the trust field, with the hope that she is 
building not only for personal advance- 
ment but for the common weal. Out of 
crises, from time to time have arisen her 
greatest opportunities for recognition. 
She acknowledges with appreciation the 
generous help of her associates through- 
out the years, urging her over the hurd- 
les of prejudice and custom. Woman 
now stands at the gateway of free com- 
petition with her trust brothers, her per- 
sonal limitations perhaps the chief re- 
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tarding factor in her progress. Indica- 
tions are that she is awake to her short- 
comings and is seeking to equip herself 
so that she can more fully cooperate in 
the establishment of “that firm founda- 
tion on which the profession will operate 
tomorrow.” 
——___ 9 —_—_______. 


Forger Used Trust Titles 


A former legislator of the State of Ten- 
nessee, Thomas A. Stovall, was recently 
convicted of defrauding bank officials on 
forged checks. Stovall would travel the 
country impersonating bank officers—par- 
ticularly trustmen—and thus gaining the 
confidence of other bank officials who would 
then O.K. his bogus checks. The judge who 
sentenced Stovall to 30 days remarked that 
he wished it were in his power to sentence 
the banks who fell for the scheme to the 
balance of the 18-month term which had 
been recommended by the prosecutor. 


a0 


Ceiling on Trust Fees 


By virtue of the Supreme Court’s de- 
cision last month in the St. Louis-San 
Francisco Railway case, payments to trus- 
tees in railroad reorganization cases can- 
not be allowed by the District Court with- 
out first enabling the Interstate Commerce 
Commission to put a ceiling on the amount. 
It is believed that the effect of this decision 
will be that trustees will hesitate to render 
helpful service since the fees approved by 
the I.C.C. have been far under actual costs. 


MARGUERITE E. DOWNING 


Advertising & Publicity Manager of The San 
Francisco Bank who was recently elected Presi- 
dent of the Career Women of San Francisco. 
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Common Trust Funds Grow 


The two common trust funds established 
by Girard Trust Co. of Philadelphia a little 
more than three years ago, have grown to a 
total of $22,377,000—believed to be the 
largest in the country. According to Presi- 
dent James E. Gowen, the funds which were 
the first to be created in Pennsylvania un- 
der the State legislation and the regulations 
of Federal Reserve authorities, “have clearly 
demonstrated their value for trusts of $25,- 
000 or less.” 


The first is the Discretionary Fund for 
investment of accounts where the trust in- 
strument gives full discretion to invest in 
any securities believed to be sound invest- 
ments. The second is the Statutory Fund 
for accounts which are set up to be invested 
only in securities on the so-called Pennsyl- 
vania “legal list.”” The Discretionary Fund, 
according to the third annual audit, owned 
securities with a total market value of $17,- 
850,000 on the anniversary date in Decem- 
ber. More than 1400 small accounts were 
participating in the Fund. The Fund was 
invested as follows: About 29% in Govern- 
ment bonds; about 37% in corporate bonds 
and preferred stocks and about 34% in com- 
mon stocks. The yield to each of the parti- 
cipating trusts varied from 4.26% to 4.64% 
of market value, depending upon the date 
of original investment. 


The second Fund for accounts confined to 
the “Pennsylvania legal list” had a total 
market value of $4,527,000. Investment of 
this Fund is limited to Government and 
municipal bonds and a few corporation 
bonds. The yield is approximately 2.6% 
and there are 892 participating accounts. 
Neither the Discretionary nor the Statutory 
Fund has any investment in real estate or 
mortgages. 


0 


Few Wills Rejected 


Less than 1% of the wills offered for 
probate in Kings County (N. Y.) Surro- 
gate’s Court were rejected during 1942. 
Wills probated totalled 2,546, while those 
rejected numbered 22. The annual report 
of Surrogate McGarey also shows that the 
value of the estates passing through the 
court exceeded $95 million. The state trans- 
fer tax on 1,377 taxable estates, valued at 
$69,179,507, amounted to $1,235,963. The 
value of the 3,320 exempt estates was 
$25,477,432. 
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_— and Answers about 
FEDERAL SAVING and LOAN SHARES 


Who holds this investment? 


Over 2 million families and firms and Founda- 
tions, Trusts and Insurance Companies and Public Funds. 


What is its security? 


The Share represents an underlying claim against 
monthly-repayment first mortgages on home properties. It 
is further secured by the issuing association’s reserves and 
by F.S.L.I.C. insurance. 


Why should I hold it? 


Because its principal is free from fluctuation; 
its yield is reliable and currently averages 3% per year; it 
offers disproportionately high liquidity and convenience. 


Where can I get full details? 


A full presentation of the Federal Savings and 
Loan Share may be obtained without charge by writing this 
office. It is supported by official documents and serves as 
the standard reference on this recognized field. 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street + Field Building + Chicago, Illinois 
A non-profit corporation created for your more convenient consider- 
ation of its members’ Federal Savings and Loan Shares as investments. 
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INEQUITIES OF REAL ESTATE TAXATION 


Realistic Valuation and Rate Bases Urged — Board of 
Review Recommended 


EDWARD D. LOUGHMAN 
Member of New York Bar 


EAL estate should be assessed at its 
“full value,” neither more nor less. 
The courts have decided that “full value” 
is market value, which is what ‘‘a willing 
buyer, who does not have to buy, will 
pay a willing seller, who does not have to 
sell.” The value of property should be 
determined by what it will sell for, by 
comparable sales, or by the capitaliza- 
tion of income, irrespective of what it 
cost or what it will take to replace it. 
Fantastic formulae are sometimes used 
in appraising real estate for taxes. If, 
by their use, an appraisal is made at a 
figure for which the property will not 
sell, or on which a fair net return can- 
not be had, the appraisal is not, except in 
very rare cases, a fair criterion of the 
value of the property, either for sales 
purposes or for tax purposes. 


Economy or New Taxes 


HE elimination of waste and extrava- 

gance in the administration of muni- 
cipalities, and the discontinuance of 
overlapping and unnecessary govern- 
mental units must be effected. If realty 
will not then yield sufficient revenue 
without making the taxes prohibitive 
and confiscatory, a broader base of taxa- 


tion is inevitable, to include one or more 
other forms such as a poll, sales, income 
or personal property tax. There is no 
good reason why real estate should be 
taxed beyond its real worth, nor why it 
should have to bear more than its fair 
share of the cost of the municipal gov- 
ernment. 


With wise economy in municipal af- 
fairs, much of the revenue now raised by 
taxation would be unnecessary. There 
are sections of a county divided into 
small villages, each with a complete per- 
sonnel of officials. Many of these vil- 
lages could be consolidated into one vil- 
lage or a small city, which could func- 
tion equally well, at a considerable sav- 
ing. 


With overlapping town governments 
and their manifold corps of officials and 
employees, the same property is separ- 
ately (and sometimes disparately) as- 
sessed by the village and by the town. 
There is sometimes even a wider dispar- 
ity in the tax rates of the two units. 
There is also a serious question whether 
we need as many county governments as 
prevail at present. Consolidation would 
result in a reduction of governmental 
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costs, without any elimination of effi- 
ciency. 

If municipal costs can be reduced so 
that real property, assessed at its actual 
value and taxed at a reasonable rate, can 
supply the necessary revenue to run a 
municipal government, then new means 
of taxation may not be necessary. 


Discouraging Ownership 


F one is to be encouraged to own real 

property, assessments and tax rates 
must be reduced. As long as a lessee 
can rent property for less than is re- 
quired to carry it, he will have little in- 
centive to purchase. The investor in 
realty must see a reasonable return on 
his investment, or he is not interested. 
Theoretically, the tax is passed on to the 
lessee or renter, and is presumed to be 
thus absorbed. This is a violent pre- 
sumption since the lessee, in many cases, 
indicates what he will pay with an atti- 
tude of take-it-or-leave-it. 


Many municipalities have had to take 
over numberless properties by tax sales, 
the owners being unable to protect, and 
none of the bidders at the sales seeing 
enough value in the properties to pay the 
taxes against them. This has the effect 
of taking many properties off the tax 
rolls, and municipalities have found 
themselves in the real estate business in 
a big way, thus further increasing the 
burden on other properties. Eventually 
these properties are disposed of by the 
municipality. If it cannot sell for the 
accrued taxes, they are sometimes com- 
promised. Thus, the investment of the 
original owner has been destroyed, and 
the new owner is possessed of the prop- 
erty for a small part of its real value. 


Unrealistic Valuation Basis 


HE assessed valuation on property 

is, in many cases, an abnormal figure, 

put on the property in days of prosper- 
ity. Assuming the assessments then bore 
a proper relationship to real values, there 
has since been a terrific depreciation in 
real estate values, without any corre- 
sponding decrease in assessed valuations. 
Assessors should recognize this condition. 
In many cases a municipality in con- 
demnation proceedings has combated vig- 
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orously the efforts of a property owner 
to recover the assessed valuation. Muni- 
cipalities apparently see nothing inequit- 
able in that course of conduct. If a prop- 
erty is worth a certain sum for taxation, 
it should be worth the same amount on a 
sale or in condemnation, especially when 
the city is both assessor and purchaser. 


Staying Out of Debt 


M UNICIPALITIES must learn to 
avoid debt—taxpayers forego many 
things they would like to have. Rather 
than bond indebtedness, a pay-as-you-go 
system should be adopted, except in rare 
cases where an essential purchase or im- 
provement in the nature of a capital ex- 
penditure might be so heavy that it 
should be spread over the years. No one 
wants to go without the real essentials, 
a good school system, adequate fire and 
police protection, a competent health de- 
partment, a pure water supply, good 
courts, drivable roads, and other neces- 
sary adjuncts of a municipality. 

A proper check should be kept on 
officials by taxpayers’ groups, to see that 
the municipality gets good value for what 
it buys or for work done. A moratorium 
may have to be declared on all improve- 
ments or new ventures, except those ab- 
solutely required. Municipalities, more- 
over, must be studious to see that the 
state government does not unduly saddle 
them with increased burdens by manda- 
tory legislation. Municipalities are pre- 
sumed to have home rule; this indepen- 
dence should not be theoretical only. The 
more municipalities call on the state for 
financial aid, the more the state is likely 
to dictate to them. 


Annual Revaluation 


HE argument has been made that 
municipalities must have a certain 
sum each year with which to carry on, 
and since they must look to real estate 
principally to supply it, realty assess- 
ments must remain substantially the 


same from year to year. This is falla- 
cious. Property should be appraised an- 
nually. It is safe to assume that if a 
property shows an enhancement in value 
it will be reflected—and properly so—in 
an increased assessment. A correspond- 
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ing reduction should be made if it is less 
valuable than it was a year before, how- 
_ ever much the municipality may depend 
on revenue from real estate. 

Nor should constitutional or legislative 
restrictions on the borrowing power of 
municipalities, in terms of a percentage 
of assessed valuation, be nullified by as- 
sessment of realty at more than its full 
or market value. 


Specific Methods Employed 


OURTS throughout the country have 

admonished taxing officials to be 
mindful of two considerations—sales 
price of comparable properties and capi- 
talized income—so that, for example, a 
property could be offered at its assessed 
figure by a solvent debtor to his creditor 
in payment of a debt of like amount. 

We understand that Baltimore consid- 
ers earning capacity the best criterion 
of the value of a property, and next the 
sale or market price, taking into consid- 
eration the motivating cause of a sale. 
If no other method is available, reproduc- 
tion cost, less depreciation, is the final 
factor taken into consideration. 

Indiana has made a progressive step 
in adopting a manual for the guidance of 
its assessors throughout the entire state. 
Such a manual, striving for uniformity 
of assessments throughout the state, 
would be most helpful, with the under- 
standing that the assessor would exer- 
cise sound judgment as to each property, 
keeping in mind its “full value” which 
means its market value. 


In Great Britain and certain other for- 
eign countries, the valuation on which 
taxes on real property are imposed is 
arrived at by consideration of the income 
or net rental which the property does, 
or might reasonably be expected to pro- 
duce under careful management if de- 
voted to the use for which it is best 
adapted. 


The Underwriting Manual issued by 
the Federal Housing Administration sets 
forth the various elements considered by 
the FHA in appraising a property on 
which they are asked to accept an appli- 
cation for a loan. Paragraph 1304, Sec- 
_tion 13, Part III, states that they look 
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primarily to the ability of the borrower 
to make the interest and principal pay- 
ments and secondly to the “value of the 
property recoverable under conditions of 
foreclosure.” In Paragraph 1308 they 
say: 


“The word ‘value’ refers to the price 
which a purchaser is warranted in pay- 
ing for a property for continued use or 
for a long term investment. This con- 
cept is defined as the price which well- 
informed typical buyers, acting intelli- 
gently, voluntarily, and without neces- 
sity, would pay for the property. It al- 
ways presumes a price which is justified 
by the future long-term benefits which 
will accrue through ownership to a typi- 
cal owner.” 


Establishing a Board of Review 


rPX\AXPAYERS should make every ef- 
fort to have their assessments re- 
duced if they are too high. If they can- 
not get relief from the assessor, or from 
the board of review, if one exists, then 
recourse should be had to the courts. 


At best, appeals to the court are ex- 
pensive and discouraging. There should 
be in every municipality a Board of Re- 
view, to which an aggrieved taxpayer 
could appeal from the decision of the as- 
sessor. This Board should consist of at 
least three, one a substantial realty tax- 
payer, and two outstanding real estate 
experts, all familiar with values. They 
should be selected independently of the 
assessor and all other officials, and not 
connected in any way with the municipal 
government. 


Although it would hear the appeals of 
all, this Board would be especially help- 
ful in passing on grievances of those who 
could not afford the more costly review 
by a certiorari or other court proceed- 
ing. The Board could thus save the tax- 
payer and the municipality the cost of 


litigation in many instances. The decis- 
ion of the Board could be made final 
where the assessment did not exceed 
$50,000. In the case of assessments in 
excess of that amount, there could be 
further review by a court. 
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MAYO A. SHATTUCK 
Haussermann, Davison & Shattack, Boston: President. Massachusetts Bar Association 


SSUMING that the Massachusetts 

Rule of trust investment governs a 
particular case, it does not follow as mat- 
ter of course that the trustee, who has 
the legal right to purchase an equity, also 
has the right to purchase the shares of 
an investment company, whether open or 
closed. Even a general permission in a 
trust instrument to purchase any secur- 
ity which a prudent man would purchase 
for his own account is not sufficient to 
warrant a trustee to purchase—or retain 
—shares of investment companies. There 
are two legal objections. The first is the 
extra charge for management; the sec- 
ond is the prohibition laid upon a trus- 
tee against delegating his investment 
duties. 

The latter is the more important ob- 
jection and reaches its peak in states 
which follow the legal-list theory. The 
question with which the law is now 
wrestling is: 


How far may a trustee go in purchas- 
ing the management of another set of 
trustees and in abiding by their decis- 
ions? The current answer is that he 
may not go very far. The hope for early 
eligibility of: the shares of investment 
companies depends upon the speed which 
the law is able to muster in adjusting 
itself to modern conditions. It also de- 
pends upon the behavior of investment 
companies during the period of proba- 
tion. 


The Law can move, however. The re- 
marks of Mr. Justice Frankfurter in a 
number of tax cases indicate that we are 
departing with rapidity from our former 
dependence upon feudal English property 
law. In tax cases the courts are looking 
through the fictions of the law to the es- 
sence of the matter. Many a tax is laid 
nowadays, both income-wise and estate- 
wise, in accordance with the controlling 


From recent address to National Assn. of In- 
vestment Companies. 


economic circumstances and not in ac- 
cordance with the formal legalities of 
the situation. 


Changed Concepts of Property 


Similarly in the act of investment we 
have ceased to be much concerned with 
interests in land and the hereditaments 
of the past. We are now concerned with 
intangible promises and evidences of 
beneficial interest in the present and 
future. Thus the development of a special 
art of investment knowledge has become 
inevitable. These are no longer the days 
when the mortgage committee visits the * 
home or the farm and talks with the own- 
er, having known him and his family and 
the property all their lives, and then and 
there approves or disapproves the ap- 
plication for the mortgage. These, in- 
stead, are the days when the four or five 
thousand dollars which would have been 
placed in the mortgage are now poured 
into a tremendous capital aggregation, 
wholly within the control of strangers 
and subject to all manner of technical, 
legal and competitive risks. 


It is rarely possible for the trustee to 
visit the corporate plant in question or 
to interview the executives in charge 
thereof. He has no intention of taking 
part in the annual or special corporate 
meetings. Indeed, the law long ago ex- 
cused him from doing so.1 He is, in a 
very practical sense of the word, en- 
trusting the beneficiary’s money to the 
care and management of others. The 
law should be understanding of the risks 
attendant upon these circumstances, but 
it should, and it will, require him to use 
the care which a prudent man would use 
in obtaining assistance in the fundamen- 
tal task for which he was employed; 
namely, the task of investment. 


1. Loring, A Trustee’s Handbook, Shattuck Re- 
vision (1940) s. 57, p. 163. 





On Buying Special Advice 


At the moment, the law is observing 
the development of the art of investment 
and in the process of deciding the degree 
to which a trustee may go in calling in 
the help of others and paying for their 
assistance, whether by way of advice or 
management,:or both. It was long ago 
decided that a trustee has the right to 
take and pay for the advice and manage- 
ment of necessary specialists in the tech- 
nical arts: Lawyers, accountants, engin- 
eers and men of professional attainment.” 
But the law, with its usual deliberate 
reasoning, often reserves judgment until 
it has witnessed worthy demonstration 
of fitness. 

While it may reasonably be anticipated 
that the trustee of the future will be able 
to delegate some part of his investment 
duties to others, more skilled than he, 
and at a reasonable cost, it cannot now 
be said that the way is entirely clear. 
Every signal points toward a sensible 
advance in this direction; especially in 
those states where the Massachusetts 
Rule prevails. The purchase, for exam- 
ple, of shares of stock in an insurance 
company involves the acquisition of an 
undivided share in a substantial invest- 
ment portfolio. It also involves sur- 
render to the investment committee of 
the insurance company of a part, at least, 
of the investment duty of the trustee. 
The same may be said for investment in 
a banking stock, with the added element 


2. Loring, A Trustee’s Handbook, Shattuck Re- 
vision (1940) s. 20, n. 21. 
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of risk that the bank is constantly mak- 
some- 
times secured and sometimes not. The 
same may be said for the deposit of trust 
funds in a savings bank. All of these 
are permitted, within rules of reason- 
ability, in states where the Massachu- 
setts Rule is followed.* 


The same may be said for the shares 
of many large industrial corporations. 
Thus, one of the assets of the great 
DuPont Corporation is a participation 
in a variety of industries. Any person, 
including a _ trustee, who _ purchases 
DuPont is, in substance, also purchasing 
an undivided beneficial interest in the 
everyday profits and losses of General 
Motors and, what is more significant, an 
undivided interest in DuPont administra- 
tion of its General Motors stock. 


Special Considerations in 
Investment Trusts 


What, under these circumstances, may 
be expected of the law with regard to the 
purchase by trustees of the shares of in- 
vestment trusts? 

The investment company, in America, 
has passed through the irresponsible 
vagaries of childhood and adolescence 
and has now attained that full maturity 
which compels the respect and attention 
of the law. Looked at in the legal sense, 
the investment company is very old. In 
the business sense, however, it is scarce- 
ly out of short trousers. It resembles, 
in this respect, the so-called living trust 
business which, although rooted for hun- 
dreds of years in English and American 
jurisprudence, never took on its modern 
commercial dress until well toward the 
end of the 19th century and the begin- 
ning of the 20th. 


As is usually the case in new and un- 
tried fields of enterprise, some of the 
American investment companies have 
proved unworthy of respect, but others 
have turned in a creditable record of de- 
pendability and imaginative progress. 
Speaking generally, the successful in- 
vestment companies have been those 
which early adopted conservative princi- 


3. Scott on Trusts, s. 227. 
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ples, retained managers of discretion and 
intelligence and avoided short cuts and 
tricks of all kinds. 

I have been very much impressed to 
see that the Investment Company Act of 
1940, which was proposed, and in large 
part written, by the men of your indus- 
try, takes great pains to establish legal 
restraints which are certainly steps in 
the right direction. The many prohibi- 
tions against self-dealing, the perils of 
margin trading, the practices of switch- 
ing, reckless trading, purchases by “in- 
siders” and the like, and the care taken 
to insure suitable diversification and 
proper practices with relation to alloca- 
tion as between principal and income, 
show that the investment companies of 
this country have been determined to run 
the so-called chiselers to ground and to 
improve and maintain the status of the 
shares of investment companies in a 
sound condition. 


Formal Recognition Possible 


The law is bound to observe this sort 
of thing, and I think I am safe in saying 
that we must expect before long that the 
shares of the better investment compan- 
ies will begin to receive formal recogni- 
tion as trust investments. The safe- 
guards against neglect and dishonesty to 
which I have referred seem to demon- 
strate that the better elements among the 
investment company industry have out- 
done the law itself in enlightened self- 
discipline. The fact is that men of 
prudence are now buying, in Massachu- 
setts Rule states, shares of the better in- 
vestment companies; and the lower courts 
are, I have no doubt, allowing accounts 
where discreet purchases of the shares 
of well-seasoned investment companies 
are reported. 

To be sure, these hopeful remarks can- 
not be valid in the so-called legal-list or 
New York Rule states, unless the trust 
instrument contains sufficiently broad in- 
vestment powers. But I have some con- 
fidence that hampering restrictions will 
be ameliorated, or even removed, especial- 
ly if investment conditions remain very 
much longer as they are. 

This analysis can hardly be said to be 
roseate in nature, but neither should it 
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be regarded as discouraging. If the 
shares of the better investment compan- 
ies deserve inclusion in trust portfolios, 
that inclusion they will receive. That is 
the history of jurisprudence. 


Investment Trusts Gain 


Leading investment trusts without excep- 
tion show an increase in asset value for 
1942 over 1941. Following is a _ table 
showing a five-year comparison of asset 
values of fourteen leading companies: 


Atlas Corp. 


1940 
12.26 


1938 
12.44 


1939 
12.80 


1941 
11.42 


1942 
12.55 


Adams Express 


15.42 12.64 11.12 10.62 11.69 


American International 


11.21 8.66 6.66 5.69 7.76 


General American Investors 


12.90 11.81 9.17 7.06 9.30 


Incorporated Investors 


18.87 16.34 13.86 12.13 14.64 


Lehman Corp. 


34.09 32.72 29.64 26.74 29.54 


Mass. Investors Trust 
20.98 18.10 15.57 


National Bond & Share 
25.35 22.20 19.57 


State Street Investment 
71.81 61.41 54.72 


Tri-Continental Corp. 
3.03 1.11 0.07 


22.25 16.89 


26.45 20.19 


73.60 63.65 


4.84 1.28 


INSURED 
INVESTMENT 
CERTIFICATES 


° 


| FIRST FEDERAL SAVINGS 


| AND LOAN ASSOCIATION 
OF ATLANTA. GEORGIA 
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PROFIT IN WARTIME 
What Is the Proper Basis for Renegotiation 


JOHN L. CAREY 
Secretary, American Institute of Accountants 


HE calculation of profit in any given 

period depends in large part upon 
judgment. It must be based largely upon 
estimates; for example, an estimate of 
the probable useful life of buildings and 
machinery. 


In wartime, profit determination is 
complicated by the introduction of a 
great many artificial factors deriving 
from government controls. In spite of 
the fact that there is no formula that can 
fairly reflect profit in all cases, in war- 
time the natural tendency of those in au- 
thority is to seek a formula to limit profit 
on war contracts. Perhaps we ought to 
try to talk about corporate net income 
instead of corporate profits, in an effort 
to avoid the psychological overtones of 
the latter expression. 


The cost-plus-a-fixed-fee contract has 
become widely prevalent. The govern- 
ment will not admit, as part of the cost, 
allowances for interest on invested or 
borrowed capital, commissions and bonus- 
es, losses on other contracts, maintenance 
and depreciation on excess facilities, re- 
serves for contingencies, income and ex- 
cess profits taxes, losses on investments 
and bad debt losses, etc. It is conceiv- 
able, therefore, that a corporation devot- 
ing itself exclusively to providing the 
government with war materials might 
actually be unable to recover costs which 
it was necessary to incur to carry on its 
business. Its alleged profit or net in- 
come, represented by the fixed-fee pro- 
vided in the contract, therefore, might 
actually be no net income at all. 


Why War-Reserves? 


The question of so-called war reserves 
provides an excellent illustration of the 
difficulty of determining income under 
these conditions. A so-called war reserve 


From Credit and Financial Management, Dec. 
1942, 


is simply an earmarking of income or 
surplus to provide for a cost which a 
company knows it is incurring or has in- 
curred in conjunction with production 
of war materials but the amount of 
which cannot yet be determined with 
exactitude. Examples of such costs are: 


(a) Accelerated depreciation of facil- 
ities as the result of intensive use, 
and operation by less experienced 
personnel; 

The cost of arranging and alter- 
ation of facilities which will have 
to be rearranged in the post-war 
period; 

Losses which may be sustained at 
the end of the war in the disposal 
of inventories useful only for war 
purposes; 

Repairs and maintenance deferred 
as a result of pressure for war pro- 
duction; 

Separation allowances which may 
be required to be paid to employees 
who will be discharged at the ter- 
mination of the war; 

Decline in the useful value of plant 
and equipment due to excess capac- 
ity resulting from war construc- 
tion. 


These costs and losses are real. They 
should be met out of income. They 
should be matched against the revenues 
in the derivation of which it is necessary 
to incur these costs and losses, but, be- 
cause their amounts are not precisely 
determinable now, it is difficult to con- 
vince the authorities that provision 
should be made for them either as allow- 
able costs under government contracts or 
as deductible expenses for tax purposes. 


It seems likely that a system of rene- 
gotiation, subject to general rules insur- 
ing fairness to all concerned, is the only 
way in which the problem of each indivi- 
dual contractor can be met, unless the 
government is willing to let its contract- 
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ing agents decide on prices, and leave it 
to taxation to recover excessive profits. 


Excessive Costs 


All the fuss is being made about ex- 
cessive profits; .very little is said about 
the possibility of excessive cost. In terms 
of dollars, profits are relatively insignifi- 
cant in comparison with costs, and ac- 
countants have suggested that the gov- 
ernment might save more money by en- 
couraging reduction of costs by efficiency 
of operation than by continuing its ef- 
forts to recapture what it considers exor- 
bitant profits. The very insistence on 
keeping down profits discourages at- 
tempts by the contractor to keep down 
costs. 


If businessmen are encouraged to 
hurry down to Washington to give back 
all profits over a certain minimum re- 
garded as socially acceptable, the high 
cost producer will have little incentive to 
improve his efficiency—rather, the re- 
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verse. The result may grow to be an 
economic system which produces far less 
goods than might be produced at the 
same expenditure of time, material and 
labor. The savings to society as a whole 
which are possible through curtailment 
of profit are only a drop in the bucket to 
the savings which are possible through 
the lowering of costs. 


Delaware Gets Massachusetts 
Rule 


The Rhodes Bill, adopting the Massa- 
chusetts prudent investor rule for trust 
investment, has passed both houses of 
the Delaware legislature. The Governor 
is expected to sign the measure, which 
represents another forward step in the 
extension of this much needed liberality 
in the investment of trust funds. 


a, 

John A. Alexander, Indiana legal editor °* 
for Trusts and Estates, has been admitted 
to partnership in the firm of Hammond, 
Buschmann, Roll and Alexander, Indian- 
apolis. 


The Record Provides the Proof 


Special Offerings and Secondary Distributions of 
blocks of securities have become established prac- 
tices of value to executors, trustees and portfolio 
owners. This is proved by the record since the ad- 
vent of the secondary offering technique early in 
1940. 


The record is fully set forth in our “Review of 
Special Offerings and Secondary Distributions” from 
January 1, 1940 to December 31, 1942. This Review 
traces the history and development of such offerings 
and distributions. It presents a complete compilation 
of all offerings made during the period, including 
numbers of shares, sales prices, gross spreads and 
selling group commissions. Copy on request. 


SHIELDS & COMPANY 


44 Wall Street New York 
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Where There’s A Will... 


LAWRENCE LOWELL, late presi- 
e dent emeritus of Harvard Univer- 
sity, disposed of the bulk of his estate by 
anonymous charitable gifts during his 
lifetime, so that his will contains but one 
public bequest. It has just been revealed 
that the more than $2,000,000 Society of 
Fellows Foundation fund, established in 
1932 to 1934, was donated by Dr. Lowell. 
The will, of which Caleb Loring is execu- 
tor, leaves to his secretary, Nora Dwyer, 
$10,000 outright and $3,000 annually for 
life. Other provisions set up yearly in- 
comes of from $150 to $500 for twelve 
former employees or servants. To the 
Massachusetts’ Trustees of Public Res- 
ervations, President Lowell devised an 
estate of 130 acres. The trustees were 
given $10,000 the income from which is 
to be used for the upkeep of the prop- 
OFEF ..« 


President of Continental Can Com- 
pany, Inc., since 1939, J. Frederick Hart- 
lieb left the residue of his estate, after 
gifts of his personal effects, in trust for 
two sisters. If the income is less than 
$4,800 a year for each, the trustees— 
Central Hanover Bank & Trust Co. of 
New York and one sister—shall use prin- 
cipal to make up the deficiency. Excess 
income is to go to the sisters. Upon the 
death of one, the survivor is to receive a 
minimum of $7,200 per annum. In addi- 
tion to the annuities, the trustees may 
pay principal to defray expenses of ill- 
ness. Each sister is given a power of 
appointment over one-half the corpus of 
the trust. Mr. Hartlieb, who prior to 
joining Continental Can had. been with 
Goldman Sachs & Co. and later president 
of Hallet & Davis Piano Co., also named 
the Central Hanover Bank as executor 
of the will... 


REQUEST that small debts up to 

the amount of $12,000 be cancelled 
if the debtors are in straitened circum- 
stances is contained in the will of Alex 
Dow, former president of Detroit Edison 
Co. Mr. Dow also provided that sums in 
the hands of his secretary for certain 
purposes are not to be questioned... 


George Washington Carver, noted Negro 
scientist who discovered uses for sweet 
potatoes, peanuts and clay, left his entire 
estate to the George Washington Carver 
Foundation, established by him during 
his lifetime for research in creative 
chemistry ... Albert Hoffman, an Aus- 
trian immigrant, left the residue of his 
estate “to the United States of America 
in consideration for the many years of 
happiness I found in its freedom and un- 
der its protection” ... Abraham Lincoln 
Erlanger, theatrical producer whose will 
was the subject of a bitter court fight a 
decade ago and who was reputedly worth 
$75,000,000 at the time of his death, ac- 
tually left an insolvent estate that will 
net creditors only 7% of their claims and 
his beneficiaries nothing, except the 
widow’s $300 exemption, according to the 
final accounting recently filed in his es- 
tate... 


Dr. Howard A. Kelly, internationally 
known medical authority and member of 
the “big four” of Johns Hopkins Medical 
School’s original faculty, appointed the 
Baltimore National Bank and W. Boul- 
ton Kelly as executors and trustees under 
his will. Dr. Kelly was a pioneer in the 
use of radium for cancer treatment and 
won many honors for his achievements 
in the fields of gynecology and obstetrics 
.. . The Central Hanover Bank & Trust 
Co. of New York is named co-executor 
and co-trustee of the will of Edgar Pal- 
mer, donor of the $1,000,000 Palmer 
Memorial Stadium at Princeton Univer- 
sity and chairman of the board of New 
Jersey Zinc Co. ... Arthur Reynolds, 
who with his brother George took part 
in the spectacular financial expansion of 
Chicago, named the Continental Illinois 
National Bank & Trust Co., of which he 
was once chairman, as trustee of a trust 
established for his daughter... 


HE United States Supreme Court 

_ has refused to hear the appeal of Sid- 
mon Mchie from a circuit court decision 
holding that he was not entitled to his 
wife’s estate of $250,000, most of which 
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she left to Seeing Eye, Inc., dog training 
institution. Mrs. Mchie’s professed mot- 
to was “The more I see of men, the better 
I like dogs” ... The Rev. Morgan Grif- 
fith of London left his anthracite stove 
for use in the vicage room “where I have 
often suffered cold” ... A trust of al- 
most $7,000,000 “for the well-being of 
mankind” was created by Seth Sprague, 
cotton merchant, according to a recent 
estate tax appraisal. United States Trust 
Co. of New York is co-trustee of the 
fund... 


Frank R. Phillips, prominent utilities 
executive and designing engineer who at 
the time of his recent death was chair- 
man of the Philadelphia Company, named 
the Union Trust Co. of Pittsburgh co- 
executor of his will . . . Victor Albert 
Searles, principal in a noted will contest 
in 1920 which ended in a settlement of 
$4,500,000 in his behalf, appointed the 
Manufacturers Trust Co. of New York 
and Wilfred Wottrich co-executors and 
co-trustees of his will. Mr. Searles’ un- 
cle had left him a bequest of $250,000 
out of an estate estimated at $35,000,000, 
with the provision that the legacy would 
be forfeited if the will were contested. 
Mr. Searles nevertheless brought a con- 
test which was eventually settled... 
Paul Thompson, chairman of the Corn 
Exchange National Bank & Trust Co. of 
Philadelphia, named that bank as co-exe- 
cutor of his will... 


Executor’s License Fee Not 
Chargeable to Estate 


An out-of State bank may not charge to 
the estate the expenses incurred in qualify- 
ing to act as executor in the jurisdiction of 
administration, according to a recent de- 
cision of the Orphans Court of Atlantic 
County, N. J. It was held that the Citizens 
National Bank of Lewistown, Pa., could not 
recover the $290 which it had paid to the 
treasurer of New Jersey for a certificate of 
authority required before it could serve as 
executor, such sum being considered busi- 
ness expenses and not in the nature of bond- 
ing costs. This is believed to be the first 
decision on the point in the State. 


HERE IS A GROSS 
YOU 


CAN HELP BEAR 


* Sure, we have some inconveniences here 
at home . . . what with rationing, higher 
taxes, increased living costs and the like. 


* But we're not dodging bullets, or run- 
ning out from under bombs, or sleeping in 
mud, or wondering when a torpedo will 
strike. 


* To carry on its work with our armed 
forces, the Red Cross needs a greater 
amount of help than ever before. This 
year the nation is being asked to give 
$125,000,000. 


* Will you help bear this cross . . . this 
Red Cross .. . by giving more than you 
ever have before? Remember... the Red 
Cross is the one agency of mercy and help 
that follows our boys wherever they go. 


* Give ... give generously ... now. 
Send your gift to the American Red Cross 
in care of your local chapter. 


When he needs you most... 


RED CROSS IS AT HIS SIDE 
1943 RED CROSS WAR FUND 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Bakersfield—Robert Carlson appointed of- 
ficer in charge of trust department of 
BANK OF AMERICA N. T. & S. A., suc- 
ceeding Ward S. Watson, resigned. Mr. 
Carlson has been in charge of the trust 
dept. at the Berkley branch. 

Los Angeles—J. M. Rose has been named 
trust counsel of the SECURITY-FIRST 
NATIONAL BANK. 

San Francisco—Dr. Otto Jeidels, form- 
erly partner with Lazard Freres & Co. of 
New York City, is to be associated with the 
BANK OF AMERICA N. T. & S. A.,, ef- 
fective April 1st. William F. Huck, former 
national bank examiner in Minneapolis and 
San Francisco, elected vice president. 


COLORADO 


Colorado Springs—Thomas G. Strachan 
elevated from vice president and trust of- 
ficer to president of COLORADO SAVINGS 
BANK. 


CONNECTICUT 


Hartford—G. Sturdivant, trust officer of 
HARTFORD NATIONAL BANK & 
TRUST CO., has been granted a leave of 
absence for military service. 

Stamford—Ralph P. Howard advanced 
to executive vice president and secretary of 
STAMFORD TRUST COMPANY; Frank 
H. Kirk to vice president and treasurer and 
Harold E. Rider to vice president and trust 
officer. 


DELAWARE 


Wilmington—Joseph M. Case, Lammot 
Du Pont, Jr., Endsley P. Fairman and Nor- 
man M. Lack, former assistant secretaries 
of WILMINGTON TRUST COMPANY, 
are now with the Armed Forces. 


ILLINOIS 


Alton—William J. Luer elevated to pres- 
ident of ALTON BANKING & TRUST 
CO.; W. C. Gschwend elected executive 
vice president and cashier; Lawrence Kel- 
ler, Jr., secretary and trust officer, also 
designated vice president. 

Chicago—Edward M. Heffernan, former- 
ly with the UNION GUARDIAN TRUST 
CO., Detroit, has been appointed assistant 
secretary in the trust investment division 
of the NORTHERN TRUST CO. 


Decatur—Mary A. Munsie has_ been 


named assistant trust officer of the CITI- 
ZENS NATIONAL BANK. 


INDIANA 


Crawfordsville—W. A. Collings, president 
of First National Bank, has been elected 
president of CRAWFORDSVILLE TRUST 
CO. succeeding the late W. F. Hulet. 


Huntington—Guilford Morrow, trust of- 
ficer of FIRST NATIONAL BANK, has 
resigned to become an examiner for the 
Federal Home Loan Bank Division. 


MASSACHUSETTS 


Boston—John F. Golden, Jr., recently 
trust examiner in the State Banking Dept., 
has been elected assistant trust officer and 
assistant treasurer of the UNITED 
STATES TRUST CO. 


Boston—Blake H. Field designated trust 
officer of SAFE DEPOSIT & TRUST CO. 
and Leslie E. Vaughan, assistant trust of- 
ficer. 

Holyoke—George V. Wallace, Jr., ele- 


vated from vice president and treasurer to 
president of HADLEY FALLS TRUST 


CO., succeeding J. C. Allen, deceased. He 
has served as bank examiner for both the 


State and Federal Reserve. J. Dean Minor 
has been elected treasurer and Warren I. 
Clark, assistant trust officer, has also been 
designated assistant treasurer. 


MICHIGAN 


Detroit — New appointments are an- 
nounced by the DETROIT TRUST CO. of 
William J. Thomas to vice president and 
treasurer; John O. Keim, Herbert V. 
Pusch and Bert H. Wicking to vice presi- 
dents; Vernon C. Fratcher, trust officer, 
appointed assistant vice president; Vance 
L. Desmond and John J. Spouts advanced 
to assistant vice presidents; A. Bruce Col- 
lier, Andrew C. Davison, Colin D. Morrison 
and Erwin Springman appointed trust of- 
ficers. 


Grand Rapids—Alexander S. Palmer and 
J. Donald McCormick advanced to vice 
presidents of MICHIGAN TRUST CO. 
Four -new assistant secretaries are: Leon- 
ard Hoffus, Donald Johnson, Robert Mum- 
ford and Russell Case. 

Lansing—Eugene M. Wagner advanced 
to senior vice president of MICHIGAN NA- 
TIONAL BANK. 
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MISSISSIPPI 


Columbus—James B. Pope, formerly 
cashier and trust officer of FIRST-COLUM- 
BUS NATIONAL BANK, advanced to vice 
president. 


MISSOURI 


Kansas City—Edward M. Cox, trust offi- 
cer, FIRST NATIONAL BANK, has been 
named vice 

president and 

trust officer, 

succeeding R. 

W. Hall who 

is now _ vice 

president and 

general coun- 

sel of Kansas 

City Federal 

Reserve Bank; 

Alfred L. Ben- 


jamin of trust - 


dept. and C. 

H. Sigler of 

new i business 

dept. elected 

EDWARD M. COX assistant vice 

presidents. King V. McElheny and David 
N. Hall named assistant trust officers. 


Kansas City—George W. Farrar, former- 
ly assistant cashier and trust officer of 
COLUMBIA NATIONAL BANK, has been 
elected assistant vice president. 


St. Louis—O. F. Miller advanced from 
trust officer to vice president of ST. 
LOUIS UNION TRUST CO.; L. A. Oz- 
ment named assistant trust officer; H. D. 
Dugger, assistant secretary. 


St. Louis—James P. Hickok, until recent- 
ly president of Manchester Bank, elected 
president of MANUFACTURERS BANK 
& TRUST CO., to succeed the late Arthur 
F. Barnes. 


NEW JERSEY 


Salem—Miss Jessie C. Fox advanced to 
trust officer of the CITY NATIONAL 
BANK & TRUST CO. ° 


Woodstown—Miss Helen Wiltsea has 
been appointed assistant trust officer of 
the FIRST NATIONAL BANK. 


NEW YORK 


Buffalo—Seymour H. Knox, Jr., vice pres- 
ident of the MARINE TRUST COMPANY, 
has been chosen chairman of the board, a 
position vacant since 1931. 
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Mineola—Thomas X. Lynch has _ been 
named assistant trust officer of the NAS- 
SAU COUNTY TRUST CO. 


New York—Dale E. Sharp, vice president 
of GUARANTY TRUST CO., has been 
transferred from the trust dept. to the 
banking dept. and will henceforth be identi- 
fied with the company’s banking relation- 
ships in the middle west district. 


OHIO 


Canton—P. W. Kreinberg, trust officer 
of FIRST NATIONAL BANK for the past 
12 years, has resigned to become Deputy 
Auditor in charge of Intangible Tax Di- 
vision for Stark County. 


Cincinnati—Albert Widmann advanced to 
first vice president of the WESTERN 
BANK & TRUST CO., and Edward C. 
Wehmer, vice president, also named trust 
officer. 

Cincinnati—William A. Reckman, for-, 
merly vice 
president and 
trust officer of 
WESTERN 
BANK & 
TRUST CO., 
has been ad- 
vanced to pres- 
ident, succeed- 
ing Frederick 
A. Herten- 
stein, named 
chairman 
of the board. 
Mr. Reckman 
began his 
banking career 

WILLIAM A. RECKMAN with the bank 
34 years ago as a messenger and has served 
in almost all departments. 


Coshocton—J. Q. Almack is the president 
of the new FIRST NATIONAL BANK, 
formed by a merger of the Peoples Bank 
& Trust Co. and the Commercial National 
Bank. He had been vice president and 
trust officer of the Peoples Bank. 


; ee 


Norwood—Harold Funk, formerly comp- 
troller of NORWOOD-HYDE PARK BANK 
& TRUST CO., has been elected trust of- 
ficer. 

OREGON 

Baker—W. C. Grant, assistant cashier 
with the FIRST NATIONAL BANK for 
22 years, has been given the additional 
title of trust officer. 
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Portland—R. A. Welch, appointed trust 
officer of FIRST NATIONAL BANK; 
Ward S. Kelley elected assistant trust of- 
ficer. 


PENNSYLVANIA 


Homestead—Reid Kennedy has been ele- 
vated to chairman of the MONONGAHELA 
TRUST CO.; G. F. Lloyd to president; W. 
C. McClure to secretary-trust officer; M. 
A. Coon to assistant trust officer. 

Lebanon—Paul J. Kohr, manager of the 
loan dept., has been named assistant trust 
officer of the FIRST NATIONAL BANK 
to succeed Miss Agnes Hazeltine. 

Pittsburgh—D. C. Baker has been ad- 
vanced to treasurer of UNION TRUST 
CO.; Harold S. Overholt, investment officer, 
elected assistant vice president. 


Pittsburgh—Joseph L. Wilson elected 
trust officer of POTTER TITLE & TRUST 
CO.; A. J. Pentecost, assistant trust offi- 
cer. Mr. Wilson, a lawyer and former title 
officer of the subsidiary Lawyers Title Co., 
succeeds H. A. Kenan, resigned, as vice 
president in charge of trusts to devote his 
entire time to Lawyers Title Co., of which 
he is president. He will continue as direc- 


tor and member of the trust committee of 
the trust company. 


TENNESSEE 


Lewisburg—D. Ira Shires, cashier and 
trust officer of the FIRST NATIONAL 
BANK, has been advanced to active vice 
president. R. L. McBride, Jr., assistant 
cashier and assistant trust officer, has ad- 
vanced to succeed Mr. Shires. 


R. P. JELLETT 


ROSS CLARKSON 
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TEXAS 


Dallas—James C. Jones, formerly execu- 
tive assistant of the Federal Housing Ad- 
ministration, Northeast Texas District, is 
now assistant trust officer of the MER- 
CANTILE NATIONAL BANK. 


Houston—GUARDIAN TRUST COM- 
PANY announces the following promotions: 
George Tilton to vice president; E. F. Wil- 
liams named assistant vice president and 
trust officer; A. F. Stevens, assistant vice 
president; W. B. Chesnutt, auditor, also 
elected assistant vice president and John 
S. Hornbuckle named assistant secretary. 


UTAH 


Salt Lake City—George E. Giles, trust 
officer of THE CONTINENTAL NATION- 
AL BANK & TRUST CO., has been elected 
to the board of directors. 


CANADA 


Montreal—The Hon. E. L. Patenaude, 
K.C. is president of SOCIETE D’ADMIN- 
ISTRATION ET DE FIDUCIE (Admin- 
istration & Trusts Company) and Count 
Cahan d’ Anvers of Paris, is vice pres- 
ident. 


Toronto—Robert P. Jellett, formerly vice 
president and general manager of the ROY- 
AL TRUST COMPANY, has been elected 
president, succeeding Huntly R. Drum- 
mond, who is now honorary president. G. 
W. Spinney, president of the Bank of 
Montreal, appointed vice president. Ross 
Clarkson appointed general manager and 


CHARLES McCREA 
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John F. Wilkes, formerly manager of the 
Montreal branch, becomes assistant general 
manager. Mr. Jellett was recently elected 
president of the Canadian Chamber of Com- 
merce. 


Toronto—Charles McCrea has been elect- 
ed president of THE TORONTO GENER- 
AL TRUSTS CORPORATION, succeeding 
A. E. Phipps who has resigned. Mr. Mc- 
Crea holds the degree of Doctor of Laws 
and is a Life Bencher of the Law So- 
ciety of Upper Canada. He is a leader in 
the mining industry, being chairman of the 
board of Mining Corp. of Canada, as well as 
an officer or director of other mining com- 
panies. In 1923, after twelve years in the 
Ontario Parliament, he became Minister of 
Mines and held office until 1934. 


TRUST INSTITUTION BRIEFS 


San Francisco, Cal—BANK OF AMER- 
ICA N. T. & S. A. announces that, at the 
request of the War Dept. and United States 
Treasury, it will establish banking facil- 
ities at U. S. Army posts and training cen- 
ters throughout California. 


Detroit, Mich. — The Union Guardian 
Trust Co. has been consolidated into DE- 
TROIT TRUST CO., effective at the close 
of business on Feb. 17, 1943. The Detroit 
Trust will continue the administration of 
the fiduciary accounts held by the absorbed 
institution, more than half of whose officers 
and personnel have been taken over so that 
so far.as possible the accounts will continue 
to be handled by the same persons. Among 
the officers of the Union Guardian who 
have been elected to the official staff of 
Detroit Trust Co. are Rudolph E. Hofelich 
and A. B. Pfleiderer, vice presidents; George 
W. Williams, asst. vice president; and J. 
Monroe Roney, trust officer. 


Detroit, Mich—BANKERS TRUST CO. 
is distributing to attorneys a pamphlet call- 
ed “The Michigan Lawyer and his Every- 
day Tax Problems.” Very recently pre- 
pared, the 43-page booklet offers an excel- 
lent check list of the Federal and local tax 
aspects and consequences of property 
ownership and disposition. 


Haddonfield, N. J. — HADDONFIELD 
NATIONAL BANK has been granted trust 
powers under section 11(k), Federal Re- 
serve Act. 
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Marshall, Texas—THE FIRST NATION- 
AL BANK has been granted trust powers 
under section 11(k), Federal Reserve Act. 


Mexico City, Mexico—-THE BANCO 
HIPOTECARIO FIDUCIARIO Y DE 
AHORROS, which began business last May, 
has trust powers similar to those of trust 
institutions in the United States. 


IN MEMORIAM 


T. R. RICHEY: president of the First 
National Bank, Atlanta. 


JOSEPH C. ALLEN: president of Had- 
ley Falls Trust Co., Holyoke, Mass.; former- 
ly State Bank Commissioner under three 
Governors. 


ROBERT D. BREWER: chairman of 
the board of Michigan National Bank, 
Grand Rapids, and former president of 
Grand Rapids Trust Co. 


ARTHUR F. BARNES: president of 
Manufacturers Bank & Trust Co., St. Louis, 
and former president of the National Asso- 
ciation of Credit Men. 
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TAXATION OF ESTATE AND TRUST INCOME 


Apparent Double Taxation and Other Uncertainties 
Demand Revision of Section 111 of 1942 Act 


FRANK H. MEDINGER 
Member of the New York Bar 


HE amendment of Section 162 of the 

Internal Revenue Code, relating to 
the net income of estates and trusts, by 
Section 111 of the Revenue Act of 1942, 
to “clarify” some situations and correct 
others, has succeeded only in confound- 
ing both laymen and lawyers. Aside from 
poor draftsmanship, its major evil is the 
apparent imposition of double taxation 
in some cases. No objection is made to 
needed reform, but the public should 
certainly be entitled to have the amenda- 
tory provisions in understandable lan- 
guage and limited in scope to the situa- 
tions needing remedy. 


The draftsman seems to have ignored 
completely the distinction between an es- 
tate and atrust. In addition, in attempt- 
ing to correct a few relatively unusual 
situations, the consequences upon the 
orderly process of administration in the 
general run-of-the-mill cases were en- 
tirely disregarded. In so far as it is 
possible to see through the vagaries in- 
herent in the language of the section, 
this is illustrated by those cases in which 
it will be necessary for beneficiaries to 
pay a tax on income received from a fidu- 
ciary on which the fiduciary has also paid 


a tax. It is hard to believe such a result 
was intended. 


The Committee Reports and the Regu- 
lations relating to Section 162 as amend- 
ed, have in some cases tended to further 


confuse. For example: The Regulations 
provide that Section 162(d) (2) “applies 
only to where amounts paid, credited, or 
to be distributed must be paid solely out 
of income” (Reg. 103, Section 19.162-2 
(b)), whereas the language of the law 
does not limit the scope of the Section 
to such cases. Suppose A and B are resi- 
duary beneficiaries of an estate, A is en- 
titled to his share outright, and B takes 
in trust for life. Section 162(d) (2) 
would apply to both A and B under a lit- 
eral construction of the law, but under 
the Regulations it would apply only to B, 
since the amounts distributed to him 
must be paid “solely out of income.” 
Thus, fiduciaries are placed in a posi- 
tion whereby they are unable to make in- 
telligent determinations with respect to 
tax consequences upon the estate and the 
beneficiaries. Unless Section 111 is re- 
pealed, and some understandable pro- 
vision is placed in the law which, in addi- 
tion to clarifying the law, will eliminate 
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the wholly unjustifiable burden of double 
taxation, it will be impossible, as a prac- 
tical matter, for fiduciaries to carry out 
properly the administration of estates 
and trusts. 


Limit Correction to Abuses 


T is certain that if this Section is not 
corrected, it will become one of the 


most litigated provisions in the law of 
taxation. Therefore, it should be re- 
written in clear language, limited in 
scope to the particular and relatively un- 
usual situations which it was intended to 
cure. Congress apparently had four rea- 
sons for enacting Section 111, each of 
which will be considered separately. 


1. Abrogate Rule of Whitehouse Case 


In Burnet v. Whitehouse, 283 U. S. 
148, the Supreme Court held that annui- 
ties payable out of income or corpus were 
“a sum certain, payable at all events,” 
and should be excluded from the gross 
income of the annuitant, even if part or 
all of the payments were from income. 
The fiduciary paid the tax on the distri- 
buted income. No objection is made to 
shifting the tax burden to the annuitant. 
However, this can be accomplished by 
clear, concise language which would con- 
fine the change to annuities of this type. 

Section 162(d) (1), relating to annui- 
ties, introduces a peculiar concept of dis- 
tributable income: 


“For the purposes of this paragraph 
‘distributable income’ means either (A) 
the net income of the estate or trust 
computed with the deductions allowed 
under subsections (b) and (c) in cases 
to which this paragraph does not apply, 
or (B) the income of the estate or trust 
minus the deductions provided in subsec- 
tions (b) and (c) in cases to which this 
paragraph does not apply, whichever is 
the greater. In computing such dis- 
tributable income the deductions under 
subsections (b) and (c) shall be deter- 
mined without the application of para- 
graph (2).” 


The Regulations relating to this pro- 
vision again lend further confusion by 
providing as follows: 


“Section 162(d) (1) introduces a con- 
cept of distributable income. This is de- 
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fined in that section as meaning (A) the 
net income of the estate or trust com- 
puted with the deductions allowed under 
subsections (b) and (c) of section 162 
in the case of amounts paid, credited, or 
to be distributed to which section 162(d) 
(1) does not apply, or (B) the income of 
the estate or trust minus the deductions 
provided in subsections (b) and (c) of 
section 162 in the case of amounts paid, 
credited, or to be distributed to which 
section 162(d) (1) does not apply, which- 
ever is greater. ‘Net income,’ as thus 
used, means the statutory net income of 
the trust under the Code before the ap- 
plication of section 162(b) and (c) (but, 
as stated in the preceding sentence, such 
amount is to be reduced by the deduc- 
tions allowed under subsections (b) and 
(c) of section 162 for amounts to which 
subsection (d) (2) applies). ‘Income,’ 
as thus used, must be determined in ac- 
cordance with the following principles. 
First, such ‘income’ means, in general, 
the amount which under the applicable 
law of estates and trusts is considered 
income available for distribution to the 
life tenant, legatee, or beneficiary, as the 
case may be. Second, there must be 
eliminated from the income of the estate 
or trust, determined in accordance with 
the terms of the trust instrument and 
State law, items of income which are not 
includible in income of an individual for 
Federal income tax purposes. Therefore 
the ‘income’ referred to in clause (B) of 
section 162(d) (1), may exceed net in- 
come and thus be treated as distributable 
income under section 162(d) in cases 
where items which are deductible for 
Federal income tax purposes are, by the 
terms of the trust instrument or State 
law, not to be used to reduce income 
available for distribution but to be allo- 
cated to corpus.” (Reg. 103, Sec. 19.162-2 
(a).) 


Thus, it appears from the Regulations 
that “distributable income” shall be the 
greater of (A) net income of the estate 
or trust computed under the income tax 
law, or (B) fiduciary net income com- 
puted under the governing state law, ex- 
cluding items of non-taxable income. It 
would seem, then, that situations will 
arise wherein the annuitant will be taxed 
on an amount which exceeds the net tax- 
able income of the fiduciary since the 
former may not avail himself of deduc- 
tions chargeable against corpus. 
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2. Abrogate Rule of Dean Case 


In Commissioner v. Dean, 102 F. (2d) 
699 (C.C.A. 10), a trust, as construed 
under Missouri law, required the pay- 
ment of $10,000 of net income to each of 
two beneficiaries on January 3rd of each 
year. The beneficiaries had no vested 
right to the income until received. The 
court held that the income earned by the 
trust from January Ist to 3rd, inclusive, 
became distributable on January 4th, 
and the fiduciary was liable for tax on 
the income earned from January 3rd to 
December 31st, inclusive. Although a 
trust of this kind is very rare, there is 
no objection to shifting the incidence of 
the tax to the beneficiary. 

Under Section 111, such income re- 
ceived by a beneficiary within the first 
sixty-five days of 1943 would be taxable 
to him in 1942, to the extent of the net 
income collected by the fiduciary from 
the date twelve months prior to the date 
of distribution to December 31, 1942, 
and in 1943 to the extent of the net in- 
come collected from January 1, 1943, to 
the date of distribution. The fiduciary 
of course has corresponding deductions 
for both years. This is not offensive as 
all the income is taxed to the beneficiary, 
and none to the fiduciary. 

However, if the date of distribution 
should fall more than sixty-five days 
after the close of the preceding year, the 
result would be double taxation. For 
example: Assume that in the Dean case 
the date of distribution was July 1, 1942. 
The fiduciary would be taxed on the net 
income collected from July 1, 1941 to 
December 31, 1941, and the beneficiary 
would pay tax on the entire amount dis- 
tributed to him on July 1, 1942, includ- 
ing the net income collected by the trust 
from July 1, 1941 to December 31, 1941. 


3. Abrogate the Rule of the Garrett 
Case 


In Ethel S. Garrett, 43 B.T.A. 645, the 
Board held that amounts distributed to 
the beneficiary, which were identified as 
having been made from income accumu- 
lated by the executor in prior years, upon 
which the estate had paid tax, were not 
includible in the beneficiary’s gross in- 
come. 
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The accumulation of income by a fidu- 
ciary during the administration of an es- 
tate is very often necessary in order that 
proper reserves may be made against 
accrued and contingent liabilities. How- 
ever, under the Garrett case, the fidu- 
ciary, by placing tax paid income in 
identified accounts, could choose the ac- 
count (tax paid or current income) from 
which to make a distribution, and thus 
affect the tax liability of the beneficiary. 


Although this practice could be elim- 
inated by resort to the old rule of “last 
in first out”—in other words, all distri- 
butions could be considered as made from 
the most recently accumulated income— 
it is not clear whether Section 111 hits 
the target at which it was aimed. It 
appears that double taxation is again 
imposed on income distributions made 
after the first sixty-five days of the tax- 
able year, to the extent that the distribu-’ 
tion contains income received by the 
fiduciary within the immediately preced- 
ing year and on which the fiduciary has 
already paid tax. For example, $5,000 
is distributed to a beneficiary from the 
income account of an estate on July 1, 
1943, no other distributions having been 
made within the twelve-month period 
immediately prior thereto. From July 1, 
1942 to December 31, 1942, the executor 
collected $2,500 income which was in- 
cluded in his taxable income for 1942. It 
appears that under Section 111 the entire 
$5,000 would be included in the benefi- 
ciary’s gross income for 1943 and the 
beneficiary would again pay tax on the 
$2,500 collected by the executor in the 
1942 portion of the period. 


eA Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 


First AND MERCHANTS 
National Bank of Richmond 
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There is no real reason why the fidu- 
ciary and the legatee or beneficiary 
should pay tax upon the same income, 
nor in having relief depend upon making 
the distributions within the first sixty- 
five days of the taxable year. In many 
cases fiduciaries are unable to choose the 
time in which to make a distribution. 
The reason for a reserve may not be con- 
trolled by a tax date. 


4. Enact into Law the Rule of I. T. 3367 


A trust provides for income to be paid 
to the beneficiary in the discretion of the 
fiduciary and any balance to be accumu- 
lated until the beneficiary reaches a cer- 
tain age, at which time the accumula- 
tions are to be paid to him. Notwith- 
standing at least two court decisions to 
the contrary (see Roebling v. Comm., 78 
F. (2d) 444 (C.C.A. 3); Spreckels v. 
Comm., 101 F. (2d) 721 (C.C.A. 9)), the 
Treasury Department held in I.T. 3367 
(1940-1, C. B., p. 61) that when the bene- 
ficiary reaches the specified age “during 
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a taxable year, he is taxable for his share 
of the income of the trust for the entire 
taxable year.” 

Although Section 111 was intended to 
clear this situation, and tax to the bene- 
ficiary all the income for the taxable year 
in which the beneficiary reached the 
specified age, it again goes beyond its 
scope and apparently imposes double tax- 
ation in those cases where the beneficiary 
reaches such age after the first sixty-five 
days of the taxable year. For example, 
a beneficiary is entitled to accumulations 
upon reaching his 21st birthday, which 
falls on July 1, 1943. All the income col- 
lected by the fiduciary for the twelve- 
month period prior to July 1, 1948, would 
be taxed to the beneficiary in 1943, even 
though the tax on the income collected 
from July 1, 1942 to December 31, 1942, 
was paid by the fiduciary. There is 
again no real reason for the imposition 
of double tax. 


Other Factors Call for Revision 


HE Revenue Act of 1942, which be- 
came law late in the year, affects 
distributions made after the first sixty- 
five days of 1942 from the viewpoint of 
possible double taxation. This retro- 
active feature of the section is to be 
condemned in*the most vigorous terms, 
since distributions were made by fidu- 
ciaries earlier in the year without knowl- 
edge of the possibility of double taxation. 

Other unsettled questions are: 

1. What is meant by the words “be- 
comes payable”? 

2. Does Section 111 apply to ordinary 
estates in the process of administration? 
If so, why was Section 162(c) of the 
Code relating to the income of estates 
during the period of administration al- 
lowed to remain in the law? 

3. How is “the last twelve months of a 
period” determined? Where there are a 
series of distributions, are all considered 
as made in one period, or must each be 
considered as made with respect to a 
separate period? 

These difficulties of administration 
and interpretation demand an early re- 
vision of Section 111 to cover, in plain 
language, the loopholes it was designed 
to close. 
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THE JUDICIAL COUNCIL MOVEMENT 
Its Relation to Trust and Estate Law 


FRANK W. GRINNELL 
Secretary, Judicial Council of Massachusetts 


r@ HE preface to the 1940 handbook of 

the National Conference of Judicial 
Councils contains the following statement 
by Hon. James W. McLendon, then chair- 
man of the Conference: 


“The judicial council movement has 
been described as ‘probably the most sig- 
nificant, if not the most important, de- 
velopment which has taken place in the 
judicial history of the United States dur- 
ing the last half century’... 

“Probably the first organization of this 
character was the Board of Circuit Jus- 
tices set up in Wisconsin in 1913 ...A 
similar body was authorized in New Jer- 
sey in 1915. It was not, however, until 
the comprehensive final report of the 
Massachusetts Judicature Commission in 
1921, recommending creation of a judicial 
council in that state, that the movement 
attained concerted semblance. The fol- 
lowing year, upon recommendation of 
Mr. Justice Taft, the Federal Conference 
of Senior Circuit Justices was created; 
and in the next seven years state judicial 
councils were created; in Oregon and 
Ohio in 1923; in Massachusetts and 
Maryland in 1924; in Washington and 
North Carolina in 1925; in California 
and North Dakota in 1925; in Kansas, 
Rhode Island and Connecticut in 1927; 
in Virginia and Kentucky in 1928; and in 
Texas, Michigan, Illinois, Pennsylvania 
and Idaho in 1929. 

“At the present time more than half 
the states have judicial councils, all of 
which, though varying widely in their 
component personnel, have the common 
objective.” 


The New York Council created in 1934 
has had an active career since then. 

The Massachusetts Council typifies the 
movement because it was the first active 
one, with a continuous existence since 
1924. The reason for its existence was 
stated by the Massachusetts Judicature 
Commission above referred to: 


“It is not a good business arrangement 
. to leave the study of the judicial 


system and the formulation of sugges- 
tions for its development almost entirely 
to the casual interest and initiative of 
individuals. The interest of the people 
for whose benefit the courts exist, calls 
for some central clearing house of in- 
formation and ideas.” 


A council of public spirited judges and 
lawyers with a definite professional re- 
sponsibility to work things out informal- 
ly across the table and produce some con- 
sidered suggestions, supplies this need. 


How the Council Works 


HE Judicial Council of Massachu- 

setts was created “for the continuous 
study of the organization, rules and 
methods of procedure and practice of the 
judicial system of the Commonwealth, 
the work accomplished and the results 
produced by that system and its various 
parts.” It is a purely advisory body con- 
sisting of five judges of different courts 
and four members of the bar. The chiefs 
of the Superior Court, the Land Court 
and the Boston Municipal Court sit or as- 
sign some other judge, or former judge, 
to sit. One of the fifteen probate judges 
and one of the seventy-two district court 
judges and the four members of the bar 
are appointed by the governor, each for 
four year terms. This body files an an- 
nual report to the Governor containing 
its suggestions and statistical and other 
information as to the work of the various 
courts. This “public document” is trans- 
mitted by the governor in a special mes- 
sage to the legislature for its considera- 
tion at its regular sessions. 

The council is constructed on the fact 
that the bar is as much a part of the 
judicial system as the bench, and thor- 
ough study requires representation of 
both parts because the bar represents the 
clients of the country, whether public or 
private, whose cases the courts are cre- 
ated to decide. The council has only ad- 
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visory powers, to study and submit its 
recommendations for action by the courts 
(through rules) or by the legislature 
when, as and if those bodies deem it ad- 
visable. The members accept their ap- 
pointments (without compensation) as 
opportunities for professional public ser- 
vice, and, except for illness or occasional 
conflicting duties, all members have at- 
tended the meetings during the entire 
eighteen years. Discussions at the meet- 
ings—sometimes monthly, at other times 
weekly or bi-weekly—are informal. A 
docket of subjects for discussion, with 
drafts of legislation, studies, and other 
memoranda, are sent out by the secretary 
to each member in advance of the meet- 
ings. In order to gain confidence in its 
work it must function in such a way as to 
satisfy the profession that it has some- 
thing to contribute which justifies its 
existence. Over sixty per cent of its 
recommendations have been adopted soon- 
er or later. 
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At every session the legislature refers 
several pending bills, or subjects, some- 
times relating to substantive law inti- 
mately connected with judicial adminis- 
tration, to the council with a request for 
areport. At the last session several bills 
and the whole subject of the law of libel 
were referred and reported on in the 
18th report recently filed. To this extent 
the Council has acted as a law “revision” 
body on request. 


Action on Fiduciary Law 


ATTERS relating to probate (or 

surrogate) courts, as part of the 
judicial system, are frequently covered in 
the reports. As illustrative of the Coun- 
cil’s activities relative to fiduciary law, 
two proposals of the National Confer- 
ence on Uniform State Laws were re- 
ferred to the Council by the legislature 
for study and report—the “Uniform 
Trust Law” and the ‘‘Uniform Common 
Trust Fund Act.” The Council opposed 
the “Uniform Trust Law” for Massachu- 
setts in its 14th report. The following 
statement of their reasons is quoted as 
it relates to the Massachusetts case which 
is today the basis of nation-wide discus- 
sion in the law of trusts. 


“The policy of Massachusetts for more 
than a century has been the common law 
policy, or conception, of law, rather than 
the codification policy. As stated by the 
Commissioners on the Practice Act of 
1851,—‘We believe one important lesson 
has been taught, that laws should be de- 
rived, not created; deduced by experience 
and careful observation from the exist- 
ing usages, habits and wants of men.’ 


“Without attempting to strain this 
idea too generally, we believe that it ap- 
plies to the law of trusts in Massachu- 
setts, where we have a large body of 
fiduciary law based on legal principles 
worked out during a century or more of 
legal decisions, and we believe it wiser 
that the future development of the law 
of trusts in this Commonwealth should 
be left to what has been called ‘the elas- 
ticity of case law’ than to substitute 
statutory rules in an old community on 
such a subject. The Massachusetts law 
of trusts in the main, though not wholly, 
conforms to the restatement of the Amer- 
ican Law Institute on the subject. 
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“One of the most important Massachu- 
setts opinions on the subject setting the 
standard of fiduciary performance adapt- 
able by the courts to constantly changing 
conditions of life, is the opinion of Judge 
Samuel Putnam in 1830 in Harvard Col- 
lege v. Amory (9 Pick. 446). ‘Trustees 
are justly and uniformly considered fav- 
orably, and it is of great importance to 
bereaved families and orphans .. . pro- 
vided they conduct themselves honestly 
and discreetly and carefully, according to 
the existing circumstances in the dis- 
charge of their trusts. If this were held 
otherwise no prudent man would run the 
hazard of losses which might happen 
without any neglect or breach of good 
faith.’ That is the standard (subject to 
special provisions extending or limiting 
it) set for individual trustees who are 
still common in Massachusetts and likely 
to be so in spite of the increase in corpo- 
rate fiduciaries.” 


Approaching the subject from this 
point of view the Council said, ‘““We can- 
not recommend the Act in Massachusetts, 
however much it may be of practical 
value in other states. The proposed ‘Uni- 
form Trust Law,’ as it is called, is not a 
general codification of the law of trusts, 


but deals merely with certain limited 
aspects of it.” 


In the case of the “Common Trust 
Fund Act” a substitute draft prepared 
by Massachusetts lawyers familiar with 
trust problems was referred to the Coun- 
cil. After study and discussion of the 
two drafts, in the 15th and 16th reports, 
the Council advised the substitute draft, 
instead of that of the Uniform Laws 
Commissioners, and, with certain slight 
changes, it was adopted by the legisla- 
ture in 1941. 


Probate Procedure 


ECOMMENDATIONS have _ been 

made as to procedure and practice 
in the probate courts in regard to the 
effect of a decree allowing accounts, pow- 
ers of administrators d. b. n., etc., and in 
the current 18th report, an act to allow 
resignation of an insane or otherwise 
disabled fiduciary, under a recorded or 
unrecorded instrument, by his guardian 
or conservator. 
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The most important recommendation 
made by the Council and adopted by the 
legislature in regard to fiduciary pro- 
ceedings relates to the finality of a de- 
cree allowing a fiduciary account. As a 
survival of the earlier limited jurisdic- 
tion of the probate courts the statutes 
provided that on the consideration of an 
account by the court every item in any 
earlier account was open to attack even 
if the earlier accounts had been “allowed” 
with the written consent of everyone in- 
terested, unless the particular item or 
items had been the subject of specific ad- 
judication on request. Many years ago 
the probate courts were made courts of 
superior and general jurisdiction with 
full equity powers within their field, and 
for thirty years or more the limited ef- 
fect of a decree allowing an account after 
notice, was the subject of professional 
criticism as not only inconvenient but un- 
just, and a standing invitation to 
“welching” litigation, but nothing was 
done about it. 
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About eight or ten years ago the mat- 
ter was discussed by the Judicial Council 
and suggestions were made that the mat- 
ter be studied by the Administrative 
Committee of the Probate Courts (a com- 
mittee of probate judges). The chair- 
man of that committee was the probate 
member of the Judicial Council. A bill 
to change the law was carefully drafted 
and considered by that committee and by 
the Council and submitted to the legisla- 
ture, and after several years of discus- 
sion before legislative committees the 
bill was finally enacted in 1938. Since 
that time a decree allowing an account 
after notice or with assents has the same 
conclusive effect as a judicial decree in 
other matters, and cannot “be impeached 
except for fraud or manifest error.”* 


*For discussion of this Statute and its 
effect on prior accounts see Mass. Law 
Quarterly for April-June 1936, 14-24, 
April-June 1936, 33 and Oct.-Dec. 
1939, 7. 
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This change in the law should have 
been made forty or fifty years earlier, 
but “what is everybody’s business is no- 
body’s business.” Lord Denman, in 1851, 
in supporting the English act to abolish 
the silly rule that parties to litigation 
could not testify, said that some lawyers 
and judges think, “That which they find 
.. . to have been established on full de- 
liberation by the wisdom of former ages 

. . Whereas in truth” some of the exist- 
ing rules are “the neglected growth of 
time and accident.” As the Massachu- 
setts Council says in its current report, 
we cannot afford to retain such rules 
either during, or after, the war. A Judi- 
cial Council helps in getting rid of some 
of them and substituting rules better 
adapted to modern needs and conditions. 


Judicial Council Recommends 
Accounting Procedure 


The Judicial Council of New York has 
recommended the enactment of a new sec- 
tion of the Civil Practice Act to establish 
a new procedure relating to express trusts. 
The principal change in the present prac- 
tice lies in providing for a special pro- 
ceeding as an alternative to procedure by 
action. The unnecessarily complicated, ex- 
pensive and cumbersome nature of proceed- 
ing by action in these matters has been 
noted by the courts and has been the sub- 
ject of numerous suggestions to the Judi- 
cial Council. An action, which contem- 
plates adversary litigation, is an unsuitable 
procedure for the settlement of trustees’ 
accounts, because these present, in most 
cases, mere matters of administration. 
Since much doubt exists as to the validity 
of resorting to a special proceeding with- 
out statutory sanction therefor, it is felt that 
a statute rather than a rule is necessary 
to permit the use of this much-needed and 
simplified method of procedure. 

Having determined upon the desirability 
of a statute to accomplish this improve- 
ment, the Council has taken advantage of 
the opportunity to attempt to clarify some 
procedural difficulties incident to trust pro- 
cedure generally. For example, it has been 
proposed that the joinder of all potential 
members of a class of remaindermen should 
not be required where a proceeding is com- 
menced pursuant to the recommended sec- 
tion. 
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Supreme Court Decision 


TOCK dividend of common stock on 

common stock not taxable. A distri- 
bution to a shareholder of common stock 
of a corporation has been again held not 
to constitute taxable income when re- 
ceived. This rule has been in effect since 
the decision of Eisner v. Macomber, 252 
U. S. 189. The amendments to the Regu- 
lations made by T.D. 5020 in 1940, and 
T.D. 5110 in 1942, had eliminated certain 
statements based upon the above decision. 
This was a sure indication of the Bur- 
eau’s intention to further litigate the 
question of the taxability of a dividend 
of common stock on common stock. 


On March 3, 1942, in the first case to 
be decided subsequent to the above 
amendments, the Board of Tax Appeals 
in a brief memo decision held that com- 
mon on common is not income when 
received at a time when no other class of 
stock was outstanding. Although there 
was no conflict between decisions of Cir- 
cuit Courts of Appeals, the Supreme 
Court nevertheless granted certiorari be- 
cause of the importance of the question. 


The taxpayer owned shares of stock of 
the Standard Oil Company of New Jer- 
sey and received during 1939 the two 
stock dividends declared by the Com- 
pany. The dividends received were in 
common stock, identical with the stock 
on which they were declared, which was 
the only stock outstanding at the time of 
their declaration. The Court in a lengthy 
opinion stated that it was unable to find 
that Congress intended to tax the divi- 
dends in question, and without Congres- 
sional authority considered itself power- 
less to do so. Consequently on the basis 
of the present legislation and Regula- 
tions, a reconsideration of LHisner v. 
Macomber could not be reached. 


It should be noted that in the Hisner 
decision there were four dissents, while 
in the instant decision, there were three 


Member of New York Bar 


dissents and one justice not participating. 
The completeness of the citations, refer- 
ences and legislative history make this a 
most interesting case. Helvering v. 
Griffiths, S. Ct., No. 467, Mar. 1, 1943. 


Court Decision 


Executor’s commissions taxable in year 
received. Where executor’s commissions, 
received in advance, are regarded and 
reported by the executor as income in 
the years received, and subsequently such 
payments are judicially approved by a 
decree of the Surrogate, the Court de- 
cided that such prepayments were prop- * 
erly taxable in the years received. The 
Court held that under the circumstances 
the taxpayer, in seeking refunds, should 
not be permitted to later claim the 
amounts as .illegal receipts, or income 
only in the year when the executor’s ac- 
counts were finally settled. Jacobs v. 
Hoey, U. S. D. C., S. D. of N. Y., Civil 
7-466, Jan. 20, 1943. 


Rulings 


Deductibility of amortized premium 
from trust income—Where trust income 
is distributable to beneficiaries in whole 
or in part, and the trustee elects to amor- 
tize bond premiums by deducting the 
amount thereof in the return filed for the 
trust, the distributable income of the 
trust determined in accordance with 
Section 162(b) of the I. R. C. is the full 
amount otherwise distributable without 
reduction for premium amortization if 
the law of the instrument or of the jur- 
isdiction prohibits the reduction of dis- 
tributable income by the deduction for 
amortization.—I. T. 3601 (1943-4-11351). 


Amortization of bond premiums—Reg- 
ulations have been issued dealing with 
the handling of the amortizable bond 
premiums. The amendments deal specifi- 
cally with estate, trusts and common 
trust funds.—T. D. 5224 (1943-4-11348). 
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Scrap and Income Tax Deduction. An 
interesting question arose in connection 
with the donation of machinery, equip- 
ment, and other items containing essen- 
tial war materials to the Federal, State 
and local salvage committees organized 
to aid in the war effort. In particular 
what treatment should be accorded such 
contributions in figuring net income for 
Federal income tax purposes. A taxpay- 
er applied to the Commissioner of In- 
ternal Revenue for a ruling. The ruling 
holds that the undepreciated cost of any 
asset used in the trade or business, which 
is donated to such salvage committees, is 
fully deductible for income tax purposes 
in the year in which the asset is donated. 
This deduction is in the nature of an 
abandonment loss resulting from the dis- 
card of a business asset and hence is de- 
ductible in full. 


Summary of Federal Legislation 


A summary in booklet form of federal 
legislation affecting banking which was 
passed during the 77th Congress has been 
prepared by the Committee on Federal 
Legislation of the American Bankers As- 
sociation. The booklet contains digests of 
the more important laws and is intended 
to serve as a ready reference manual for 
banks. 

0 


Exemption Denied to Trusts 


Mississippi trusts and trust estates are 
no longer entitled to the same specific ex- 
emption allowed to individuals in making 
income tax returns, according to an opin- 
ion of the state Attorney General on Jan- 
uary 7, 1943, based on a 1940 amendment 
to Section 10 (e) of the fax law. 
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Changes in State Income Tax 


Several States have made radical changes 
in their income tax structure at the current 
legislative sessions. West Virginia went so 
far as to repeal its eight-year old income 
tax completely, despite the Governor’s veto. 
In New York, provision has been made for 
quarterly payment of the tax, and deduc- 
tion of medical expenses in excess of 5% 
of net income, and insurance premiums up 
to $150, and extending the exemption for 
dependents to include a child over 18 at- 
tending school. Delaware has enacted a 
gross income Victory tax of 1% of income 
“received, accrued or credited subject to 
withdrawal” by the taxpayer during 1943 
and 1944. The exemption is $156 a quarter 
or $624 annually. This is the first time that 
Delaware has had a law taxing non-resi- 
dents on salary or wages received from an 
employer in Delaware. 


Articles in Other Publications 


The Revenue Act of 1942, by Henry Rott- 
schaefer—Minnesota Law Review, Feb. 
1948. 

Pension Trusts and Annuity Plans under 
Revenue Act of 1942, by Morris Kurtz— 
Journal Of Accountancy, Feb. 1943. 

Trust Investments in Texas, by Edward 
C. King—Texas Law Review, Jan. 1943. 

Soldiers and Sailors Wills—Fordham 
Law Review, Jan. 1943. 

Simultaneous Death and the Devolution 
of Property—Notre Dame Lawyer, Dec. 
1942. 

Powers of Appointment under Revenue 
Act of 1942—Columbia Law Review, Jan. 
1943. 

Proportionate Abatement of Legacies— 
New York Law Journal, Feb. 3, 1943. 





LINCOLN-ALLIANCE 


BANK AND TRuST COMPANY 


Rochester, N. Y. 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 





LAW AND TAXES 


Tho Realist 


By 


J. H. RADFORD 
Assistant Trust Officer, City National Bank and Trust Company of Chicago 


Upon a hospital bed, but as yet, far from dead, 
Lay tycoon MacFaucett MacSquirt, 

With great worry beset, for he hadn't heard yet 
What ailed him, though he knew that it hurt. 


* _ . 


“I strongly suspicion,” cracked MacSquirt’s physician, 
“That your case ain’t just plain halitosis. 

Could be rabies or gout, or both teeth should come out, 
I get a ‘fin’ for my best diagnosis. 


“For a lesser amount, I'll take your blood count, 

And squint at your little corpuscles, 

If I don’t find them O.K.—and you're willing to pay, 
I'll explore all your joints and your muscles. 


“Tf I must operate, I'll quote you a rate 

That you couldn't afford to refuse; 

If I make some mistake, not a penny I'll take, 
Lest your good-will as a patient I lose.” 


* * * 


At last, in a dither, MacSquirt summoned thither, 
As he pondered his cramps and his ills, 

His attorney, Rufe Brown, than whom in the town, 
None was defter at cooking up Wills. 


* 7 * 


“MacFaucett McSquirt.” quoth this legal expert, 
When his client had expressed his worst fears, 
“Considerin’ yer wealth and the state of yer health, 
Yer negligence moves me to tears. 


“When you've gone ‘n died, ain't no time to decide 
How you aim to get ridda yer wad, 

A Will wouldn't stand in no court in the land 
That was wrote six foot under the sod. 


“KA trust fer yer wife with an income fer life, 

—A fair livin’‘,—she don’t need no more; 

A tight spendthrift clause, will cause, too, to pause, 
Them wolves when they sniff ‘round her door. 


“Whatever is left when yer estate is bereft 
Of Federal taxes ‘n such, I’d suggest 
You bequeath all to me, on account of my fee, 
And I c’n file me a claim fer the rest.” 


* * . 


MacFaucett MacSquirt, again peppy and pert, 
Today carries on just as ever; 

If to be taken ill, involves making a Will, 
To KEEP WELL is his life’s great endeavor. 


Nee eee SFSU 
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NEW BOOKS 


LAW OF FEDERAL INCOME 
TAXATION 


JACOB MERTENS, JR. Callaghan & Co., 

cago. 12 Vols. $120. 

Every once in a while, a new treatise 
on some phase of the law gives indication 
that it is destined to take its place among 
the masterpieces of literature in the var- 
ious branches of the law. Scott and Bogert 
on Trusts, Williston on Contracts, Gray’s 
Rule against Perpetuities, Wigmore on Evi- 
dence—such as these have gained their 
rightful status as the “Bible” in their re- 
spective fields. Now comes Mertens on Fed- 
eral Income Taxation with every appear- 
ance of becoming the authority on the sub- 
ject. 

These volumes (nine of which have made 
their appearance; the others are expected 
to be available next month) are in effect 
a revision, expansion and “bringing-up-to- 
date” of the six-volume work on which Mr. 
Mertens collaborated with Randolph Paul 
nearly a decade ago. They cover every 
aspect of the federal income tax law, direct- 
ing the reader quickly to the applicable 
provisions of the statute, their legislative 
history and judicial and administrative con- 
struction. Critical appraisal by the author 
combines with this source material to give 
a well balanced picture. 

One of the serious drawbacks of extend- 
ed treatises like this has been the fact that 
hardly having been published they are 
made more or less obsolete by some new law 
or decision. The annual supplement idea 
has not furnished the complete answer. No 
such circumstance is to minimize the value 
of this set for it will be kept constantly 


Chi- 


Seouric ts Company 


t aware 


FIRST 
Trust Company in our 
State 


Refer your Delaware Problems To Us 


current by a monthly service, cumulated 
quarterly, and annual pocket parts. For 
example, a 362-page supplement presents a 
detailed analysis of the Revenue Act of 
1942, keyed to the section numbers of the 
parent work. 

With this combination of research and 
currency, Mertens on Federal Income Tax- 
ation offers an undeniable investment to 
any trust company, law firm or accountant. 


(ne ef 


PRICE CONTROL IN THE WAR 
ECONOMY 


JULIUS HIRSCH. Harper & Bros. $3.00. 311 pp. 


In this comprehensive and excellent study, 
Dr. Julius Hirsch, German Price Admin- 
istrator in World War I, later Secretary 
of Economics, and now chief economic con- 
sultant of O.P.A., summarizes the require- 
ments of an effective wartime price control 
program. The loopholes and the inade- 
quacy of the General Maximum Price Reg- 
ulation are effectively pointed out. The 
core of Dr. Hirsch’s recommended program 
is widespread adoption of the “fair price” 
which he defines as “the sum of necessary 
costs and a fair profit.” The author con- 
stantly emphasizes the need for comprehen- 
sive controls and the reader will find here 
effective treatments of money and credit 
controls, commodity controls, priorities and 
allocations. 


The function of profits in a war economy 
is also discussed and the author concludes 
“Don’t squeeze out economic initiative, the 
precious incentive which helped to create 
the unparalleled efficiency in American bus- 
iness.” 

It is not likely that we will suffer a severe 
inflation of the German type because the 
latter was due to the following causes, 
which do not appear to be applicable here: 
a nation exhausted and disorganized after 
losing the war; inadequate gold reserve; 
loss of enormous amount of land and re- 
sources; inability to control import prices 
and loss of credit in foreign markets; and 
a huge war debt producing “a sense of 
complete and deadening economic frustra- 
tion.” 

This book is “must” reading for those who 
desire to see a blueprint for the next stages 
of our war economy. 

Jules Backman 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn. 

MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Young, St. Louis 
NEW YORK: Joseph Trachtman—aAttorney-at-law, New York City 

TENNESSEE: Charles C. Trabue, Jr.—Trabue, Dickinson & Trabue, Nashville 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in July and January. 


Assets — Administration — Ancillary 
Administration to Subject Non-Resi- 
dent's Assets to Claims 


Tennessee — Court of Appeals 
Coffey v. Durand, 167 S. W. (2) 684; certiorari 
denied by Tenn. Supreme Court. 


Mrs. Mary H. Reynolds, a resident of 
Idaho, died in July 1933, owning securities 
held by the First National Bank of Chat- 
tanooga as her agent. She also owned some 
of the bank’s stock. Her administrator 
qualified in Idaho and made publication for 
her creditors to file their claims before Jan- 
uary 26, 1934. 

The bank failed before January 26, 1934, 
but no claim to enforce the stockholders 
liability was filed until April 1934, when the 
assessment was made; and no formal claim 
was presented until October 7, 1935. The 
administrator refused to acknowledge the 
claim on the ground that it was filed too 
late, and a final order of distribution was 
entered in the Probate Court of Idaho. 

Subsequently an ancillary administrator 
was appointed in Tennessee to take posses- 
sion of the Tennessee assets and to subject 
them to payment of the liability on the 
bank stock. 

HELD: (1) The administrator’s act in 
disallowing and ignoring notice of the claim 
which had never been properly filed was not 
a judicial determination of the matter but 
was merely the administrator’s personal 
conclusion that he was not satisfied with 
the justice of it. The Idaho administration 
proceeding did not operate as an adjudica- 
tion of the claim here asserted. 

(2) The proceeding in Idaho was no bar 
to the right of Tennessee creditors under 


Section 8145 of the Code to have an ancil- 
lary administrator appointed in Tennessee 
to administer Tennessee assets for their 
benefit. If it be assumed that complainant 
filed a claim in that proceeding, he is not to 
be held to an election of remedies. 


a 


Assets — Administration — Foreign Es- 
tates, Alien Property Custodian 


New York—Surrogate’s Court, New York Co. 
Matter of Renard, N. Y. L. J., February 9, 1943. 


The decedent was domiciled in France. A 
New York ancillary administrator, after ac- 
counting, requested that the balance of the 
New York property be paid into court for 
the benefit of the domiciliary administrator. 
The domiciliary administrator, although 
within an “enemy-occupied country” 
(France), requested by a New York attor- 
ney that the distributable balance be depos- 
ited with a New York banking institution 
for the account of the domiciliary adminis- 
trator, subject to the orders of the court and 
any pertinent governmental regulations. Al- 
though no order was entered vesting any of 
the property in the United States, an at- 
torney, acting for the Alien Property Cus- 
todian, appeared and contended that he was 
the sole person authorized to appear for and 
represent the domiciliary administrator. 

HELD: The domiciliary administrator, 
although an alien, had asserted no claim in 
conflict with the best interests of the United 
States and was entitled to present his views 
through his own chosen attorney, when he 
was able to make such choice, and that dis- 
tribution should be made in accordance with 
the request of the domiciliary administrator; 





298 


and that such result was not in conflict with 
the policy of our legislation affecting enemy 
aliens. 


0 


Compensation—Measure of Guardian's 
Fees—Payment of Attorney’s Charge 


Wisconsin—Supreme Court 
Guardianship of Messer, 7 N.W. 2d 584; decided 
Jan. 12, 1943. 


The county court fixed the fees of Charles 
Funk, as guardian of an incompetent over 
a period of fifteen years, at 5 per cent of the 
income. The guardian had charged, in the 
later years, 1 per cent of the principal, so 
that the decision of the court resulted in a 
surcharge of about $3,000 against him. His 
conduct of the guardianship had been ex- 
ceptionally good, and the estate had sub- 
stantially increased in value under his care. 
The trial court refused to permit him to 
testify as to the value of his services. He 
appealed from the order surcharging him, 
and there was a cross-appeal from the trial 
court’s allowance of $150 attorney fees to 
the guardian in connection with the hearing 
on the account. 


HELD: 1. The real issue in the case, 
which is the reasonable value of the services 
rendered, was not tried by the court below, 
and the case must be remanded for a trial 
of that issue. The fees of a guardian must 
be fixed in the light of all the attending cir- 
cumstances, and not according to a rigid 
rule. In Restatement, Trusts, Section 242, 
the allowance of a percentage of principal 
as well as a percentage of income is recog- 
nized as proper practice. 


2. The allowance of attorney fees to the 
guardian in connection with the hearing on 
his account was proper, since he acted in 
good faith throughout, and the only issue 
raised upon his account related to the rea- 
sonableness of his fees as guardian. 


a, 


Distribution — Income from Trust Dur- 
ing Probate of Estate — Whether De- 
ficits in Stipulated Amounts of Income 
Are To Be Made Up Out Of Subse- 
quent Surpluses 


California—Supreme Court 
Re Platt’s Estate, 131 P. (2d) 825; Dee. 3, 1942. 


(Opinion in this case in Appellate Court, 
abstracted in 74 Trusts and Estates 107— 
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Jan. 1942, is set aside by Supreme Court). 

Platt’s will left his estate in trust, in- 
come to be paid to his wife in the sum of 
$250 per month, any surplus over that 
amount up to $250 per month to be paid to 
his son. Income over $500 a month to be 
divided equally between wife and son. On 
this appeal taken by both wife and son 
from a decree of distribution which con- 
strued the will, decree reversed. 

HELD: (1) Although this was a resi- 
cuary trust, the income from it is payable 
to income beneficiaries from date of death, 
not from date of distribution of trust estate 
to trustee. 

(2) Not only income accruing between 
the testator’s death and distribution to 
trustee was to go to beneficiaries, but they 
were entitled to interest on income from the 
date income was received by executors. 

(3) The $250 per month to widow was 
not a fixed charge on income of trust and 
deficiencies in these payments did not have 
to be made up before payments were made 
to the son. The will was construed as con- 
templating an annual period in which ex- 
penses of administration would be deducted 
from gross income, and the balance, the 
net income, paid to beneficiaries. Each ac- 
counting period was to be regarded separ- 
ately, and net amount earned in each year 
was to be paid to beneficiaries, based on 
annual accountings. 

NOTE: On point (1) this case overrules 
a long line of California cases which had 
previously held that income during probate 
was not payable to trust income beneficiar- 
ies unless the trust was for maintenance. 
Fraser v. Carman-Ryles, 8 Cal. 2d 143, 
64 P. 2d 397 (1937); Estate of Watson, 32 
Cal. App. 2d 594, 90 P. 2d 349 (1939). 
Rule adopted by court in Platt case is in 
harmony with the authorities generally. See 
4 Bogert on Trusts, Sec. 811; 2 Scott, Sec. 
234; Note 105 A.L.R. 1194. 

Regarding point (3), Platt case arrives 
at a more doubtful result. Re Chauncey, 
119 N. Y. 77, 28 N. E. 448, 7 L. R. A. 361 
(1890); Spencer v. Spencer, 38 App. Div. 
403, 56 N. Y. S. 460 (1899); Crew v. Pratt, 
119 Cal. 131, 51 P. 44 (1897); Chicago Title 
& Trust Co. v. Morey, 281 Ill. App. 219 
(1935); Re Lowrie’s Estate, 294 Mich. 298, 
293 N. W. 656 (1940); First National Bank 
vw. Levy, 123 N. J. Eq. 21, 195 A. 820 
(1938); Cochrane v. Walker, 4 Dem. Surr. 
164 (N. Y., 1885); Stewart v. Chambers, 
2 Sandf. Ch. 382 (N. Y. Ch., 1845); Reed’s 
Estate, 236 Pa. 572, 85 A. 15, Ann. Cas. 
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1914A 208 (1912); Rudolph’s Appeal, 10 
Pa. 34 (1848); Jesseph v. Westerberg, 94 
Wash. 602, 162 P. 1004 (1917). 

Cf. Brooks v. Pierce, 266 Mass. 161, 165 
N. E. 4 (1929); Comstock v. Comstock, 78 
Conn. 606, 63 A. 449 (1906); Fate v. Fate, 
295 Ill. App. 271, 14 N. E. 2d 890 (1938) ; 
First National Bank of Chicago v. Cleve- 
land Trust Co., 308 Ill. App. 639, 32 N. E. 
2d 964 (1941); Re Kohler, 96 Misc. 433, 
160 N. Y. S. 669 (Surr., 1916); Re Mce- 
Avoy’s Estate, 171 Misc. 730, 138 N. Y. S. 
2d 661 (Surr., 1939); Hirshon’s Estate, 
251 App. Div. 546, 296 N. Y. S. 439 (1937); 
Appeal of Brewster, 7 Sad. 604, 12 A. 470 
(Pa., 1888); Re Pierce, 56 Wis. 560, 14 
N.W. 588 (1883). See also Estate of 
Chapin, 47 Cal. App. 2d 605, 188 P. 2d 
499 (1941). 


NS 0 eel 


Distribution — Partial Termination of 
Trust Where Annuity is Provided 


Massachusetts—Supreme Judicial Court 
Ames v. Hall, 1943 A.S. 33; Jan. 25, 1943. 


X by his will created a trust. A part of 
it was in equal shares for his four daugh- 
ters. The income of each one’s share was 
payable to her for life, and on her death 
among her children as she might appoint; 
in default of appointment, to the children 
equally; except that if any daughter left a 
surviving husband she might “provide for 
an annuity to be paid to said husband dur- 
ing his natural life, to an amount not ex- 
ceeding one-third of her share of the in- 
come of said trust property.” If any daugh- 
ter died without leaving issue, her share was 
to be added to the shares of the others, sub- 
ject to the above provision for a surviving 
husband. 

One daughter died without issue, having 
by her will directed that an annuity be paid 
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to her husband during his life of one-third 
of. her share of the income of the trust. 
The probate judge directed that the trustee 
retain one-third of the daughter’s share of 
the trust fund to take care of the annuity 
and distribute the balance. The husband 
objected, claiming that the daughter’s en- 
tire share should be retained in trust. 


HELD: The decree was proper. The 
testator’s scheme was primarily to give the 
property to his children and their issue. As 
a qualification, he allowed the creation of 
the annuity. For all practical purposes the 
entire income of one-third of the trust was 
equivalent to one-third of the income of the 
whole trust, and there was no reason why 
two-thirds of the trust could not be released 
for distribution according to the will, with- 
out waiting for the death of the husband. 
To that extent the partial termination of 
the trust was proper. Termination in whole 
or in part is proper where it will best ac- 
complish the testator’s intent. 


—————o 


Distribution — Validity of Agreement 
Varying Terms of Will 


Wisconsin—Supreme Court 


Estate of North, 7 N.W. 2d 705; decided Jan. 12, 
1943. 


The decedent died in 1921 leaving an es- 
tate of $460,000. Mary North, to whom the 
will gave only the life income of a $25,000 
trust, agreed with the other relatives (to 
whom the will gave all the rest of the es- 
tate, including the remainder interest in 
the $25,000 trust) that she would not con- 
test the will if they would pay her $5,000 
and assign to her their remainder interest 
in the $25,000 trust. Such agreement was 
fully carried out. 


In 1941, Mary North applied to the court 
for a monthly allowance out of the corpus 
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of the trust, under a statute authorizing 
such allowance to be made to an income 
beneficiary who is unable to care for him- 
self and whose support is not sufficiently 
provided for by the trust. Two of the re- 
maindermen objected to the allowance, 
claiming that the agreement of 1921 was 
void as an attempt to provide a different 
disposition of the testator’s property than 
that fixed in the will. 

HELD: The question of the original 
validity of the agreement of 1921 need not 
be considered, since it is a fully executed 
agreement whereby the remaindermen sim- 
ply conveyed their remainder interest, as 
they had the right to do, without attempt- 
ing to defeat or thwart the will of the tes- 
tator or terminate the trust. The evidence 
shows that Mary North’s circumstances are 
such as to bring her within the statute re- 
lating to allowances, and the persons who 
are attempting to contest her application 
have long since divested themselves of any 
interest in the trust; hence the granting of 
the application was proper. 


—_— $$$ 

Insurance Trusts — Business — Effect 

of Failure of Party to Agree to Re- 
valuation of Stock 


New York—Appellate Division 
Chase National Bank vr. Manufacturers 
Company, decided Jan. 29, 1943. 


Charles I. Gilbert and Edward H. Hirst 
were equal owners of the stock of certain 
corporations, and in order to insure the 
continuance of the control in the survivor 
in the case of the death of either, they en- 
tered into an agreement which is the sub- 
ject matter of the suit. Under this agree- 
ment the stock of each was to be deposited 
with the Manufacturers Trust Company, 
as trustee, and on the death of either, the 
survivor was to purchase the stock of the 
other, the purchase price to be under the 
formula as set forth in the agreement. The 
stockholders agreed to file with the Trustee 
from time to time and in no event more 
frequently than semi-annually, a statement 
of good will value jointly agreed upon and 
signed by both stockholders. The last 
statement filed with the Trustee prior to 
the death of one of the stockholders was 
to be binding upon all parties concerned, 
irrespective of the time which might have 
elapsed between the filing of such state- 
ment and the death of the stockholder. 

Thereafter, a first statement was filed 
and then more than six months afterward, 
the complaint alleges that the good will 
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had increased over $200,000 and Gilbert 
demanded that a new statement be filed 
representing the change in value. Hirst 
refused to sign such statement and per- 
sisted in such refusal when later demand 
was made by Gilbert’s executors. The first 
cause of action asked for the following re- 
lief: That Hirst be not entitled to receive 
the stock on the basis of the last statement 
filed, or that if Hirst is entitled to receive 
the stock at all, it is only upon payment 
of its value at the time of Gilbert’s death. 
The court below granted defendant’s mo- 
tion to dismiss the complaint on the ground 
of insufficiency. 


HELD: The alternative relief asked un- 
der the complaint was permissible. Quot- 
ing Matter of Fletcher, 2837 N. Y. 440, the 
court said: 


“Treating the method as a matter of form rather 
than substance, the courts have always enforced 
such contracts where as in this case the pro- 
vision for an appraisal could be regarded as inci- 
dental and subsidiary to the substantive part of 
the agreement, and . . . have by a reference or 
otherwise determined the value for the purpose of 
enforcing the contract according to its real spirit 
and purpose. ... The effect of failure to act by 
persons selected . . . to determine particular mat- 
ters as a prerequisite to the assertion of rights 
under the contract and the effect of misconduct 
which vitiates a determination have been fre- 
quently considered by the courts . . . In such con- 
tingency a party to the contract may enforce his 
rights thereunder by action as if there were no 
requirement for a prior determination of any fact 
which the court could itself determine in the 
action.” 


The Court said further: 


“If it can be shown that at the time the demand 
was made for a new valuation the original one 
was substantially incorrect because of interim 
changes in value, then as the agreement plainly 
contemplated a new one should be executed. The 
defendant’s refusal to execute such new valuation 
constituted a breach of the contract which in no 
event would entitle him to receive the stock except 
upon payment of its fair value determined upon a 
trial.” 

The Appellate Division however affirmed 
the dismissal of the third cause of action 
which presented the claim that the agree- 
ment is testamentary in character and un- 
enforcible because not executed in accord- 
ance with the requirements of the statute. 

The Appellate Division, however, sus- 
tained the fourth cause of action, based up- 
on a contract between the widow, executors 
and trustees and Hirst, by means of which 
Gilbert’s widow was to receive the pro- 
ceeds of a policy on Gilbert’s life and Hirst 
as to retain the policy on his own life. 
The court held that a declaration of rights 
was necessary to protect the trustee. 


Digest by courtesy of Gustave Simons 
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Insurance Trusts — Life — Right of 
Widow Against Remainder of Trust 


Missouri—Springfield Court of Appeals 


Spicer v. New York Life Insurance Company, 
167 S.W. (2d) 457, decided Dec. 21, 1942, rehear- 
ing denied Jan. 14, 1943. 


The insured left a will which bequeathed 
his estate in trust for his wife and on her 
death to his surviving brothers and sisters 
or their descendants per stirpes and not per 
capita. Prior to executing this will he ap- 
pointed the New York Life Insurance Com- 
pany trustee of the proceeds of certain life 
insurance policies on his life. The insur- 
ance company at his death was authorized 
to make monthly payments to his wife and 
on her death “pay any balance of said pro- 
ceeds remaining in its possession to my 
executor, administrator or assigns in one 
sum.” 

This was a suit for declaratory judgment 
by the brothers and sisters of the testator 
insured who had taken the corpus of the 
testamentary trust on the death of the 
widow, to determine ownership to the bal- 
ance in the insurance trust on the death of 
the widow beneficiary. Her administrator 
was a party and claimed that her estate 
was entitled to the whole for she had a 
right to it upon the death of the insured, 
and in the alternative that it was payable 
to the estate of the insured and therefore 
one-half of it would go to the widow’s es- 
tate by virtue of an election made by her. 
The plaintiffs claim the fund as assignees 
of the testator insured, that is, as his resi- 
duary legatees. The trial court held for 
the plaintiff’s and on appeal that judgment 
was affirmed. 

HELD: The general language of the 
trust instrument “cannot and will not over- 
throw the intention of the testator as ex- 
pressed in the will.” Under the law of New 
York, which the testator insured had pro- 
vided would apply, the widow’s election had 
no effect on the insurance trust and there- 
fore the plaintiffs as residuary legatees were 
entitled to the whole of the insurance fund 
remaining. 

a, 


Investment Powers — Liability for Re- 
taining Improper Securities — Execu- 
tor Acting as Trustee 


: Massachusetts—Supreme Judicial Court 
McInness v. Whitman, 1943 A.S. 21; Jan. 25, 1943. 


X was survived by a wife, a married 
daughter, A, and five children of the latter, 
three of whom were minors. He specifically 
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bequeathed stock in a privately owned cor- 
poration to A and her daughters. The resi- 
due he gave to A in trust to pay the in- 
come, and principal if needed, for the sup- 
port of his wife, and after her death to pay 
the income to A. The principal was to be 
divided among A’s children. B was named 
executor, but as A did not want to serve as 
trustee B continued to run the estate for 
about eight years, when A died and Y was 
appointed trustee and also guardian of the 
minor children. 

The controversy arose on the settlement 
of B’s accounts. B handled the estate un- 
der the general directions of A, and this was 
acquiesced in by the two children who were 
of age; also somewhat by the minors. The 
auditor found that B retained certain in- 
vestments which were improper for a trus- 
tee, such as mining stocks, and did not sell 
them for seven years or lost them through 
non-payment of assessments. He turned 
over certain of these securities to the new 
trustee, who promptly sold them at a loss 
over the original inventory. Schedule B of * 
his account showed he still held some se- 
curities “to be turned over” to the trustee 
upon the allowance of the account. 

HELD: (Inter alia) Until the securi- 
ties held back are disposed of it can’t be 
determined whether B is to be charged with 
any loss. Any question as to them must 
await further accounting. 

In all that he did B acted with the con- 
sent of A and the two adult children, but 
there was no legal consent of the minor 
children or their guardian. Therefore, A 
and the two adults were precluded from ob- 
jecting to the accounts, but the three minors 
were not. 

While B was not named trustee he per- 
formed the duties of trustee while acting as 
executor, and therefore was under the same 
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duties as if he had been appointed trustee. 
Improper investments should be converted 
by a trustee within a reasonable time. B 
cannot be said not to have acted as a rea- 
sonably prudent man in retaining the se- 
curities for the first year, particularly in 
view of the 1929 depression and the steady 
drop in the price of securities. But by the 
end of one year from the date of his ap- 
pointment B should have disposed of the 
securities, and accordingly he is chargeable 
with three-fifths of the losses figured in 
comparison with the values of the securities 
on a date one year from the date of his ap- 
pointment. The court emphasized that it 
was not fixing one year from the inception 
of the trust as an arbitrary period in all 
cases. 
a  () 


Jurisdiction — Grantor May Select For- 
eign Law to Govern Administration of 
Trust 


Kentucky—Court of Appeals 
Kitchen v. New York Trust Company, decided Jan- 
uary 19, 1943 (not yet officially reported). 


Mrs. Kitchen,a resident of Kentucky, was 
the owner of a contingent remainder in a 
trust estate, consisting of personalty, cre- 
ated under the terms of her grandfather’s 
will, in which the New York Trust Com- 
pany was named, and later qualified, as 
trustee. The property in that estate was in 
possession of the Trust Company. Mrs. 
Kitchen’s contingent remainder will become 
vested only if she survives her father who 
is now living. 

Shortly prior to her marriage, Mrs. 
Kitchen by an instrument in writing as- 
signed her contingent remainder interest 
to the Trust Company and an individual 
resident of Kentucky, as trustees, with di- 
rections that upon the death of her father 
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the income from the trust created by her 
should be paid to her during her life and 
upon her death the corpus should be dis- 
tributed in accordance with the provisions 
of her will or, should she fail to make 
testamentary provisions for such distribu- 
tion, pursuant to the New York laws gov- 
erning distribution in case of intestacy. 
The trust, by its terms, was irrevocable. 

After creating the trust, Mrs. Kitchen 
married and now has an infant daughter. 
She notified her trustees of her election to 
terminate the trust and then instituted this 
action in the Kentucky court seeking a 
judicial declaration that the trust had been 
effectively revoked. The New York Trust 
Company was named as a defendant and 
constructively summoned. Other defend- 
ants named were the resident trustee and 
the infant daughter. The trial court held 
that it had no jurisdiction to decide the 
question whether the trust was irrevocable. 

HELD: Affirmed. The only question 
considered by the appellate court was that 
of jurisdiction. It stated its conclusion to 
be that “the trust created by appellant must 
be construed and its revocability tested by 
the law of New York.” In the course of 
its opinion, the court said: 


“In the present case the settlor clearly expressed 
her intention that the seat of the trust should be 
New York, and that it should be administered in 
accordance with the laws of New York. In addi- 
tion to the expressed intention of the settlor, the 
corporate trustee which has possession and custody 
of the trust res, that is, the securities and cash 
which are the subject-matter of the trust, is domi- 
ciled in New York. Of the factors stressed most 
by courts in deciding what law governs the ad- 
ministration of an inter vivos trust of personal 
property composed of securities and cash, the fol- 
lowing are grouped in New York in the present 
ease: Domicile of the corporate trustee, location 
of the trust property, place in which the business 
of the trust is carried on, and intention of the 
settlor. The intention of the settlor should prevail 
if there is a real connection between the selected 
jurisdiction and the transaction as there is in 
the present case.”’ 


<< ( 


Powers — Limitations — Power of Sale 
Not Barred by Limitations 


California—District Court of Appeal 


Summers v. Hallam-Cooley Enterprises, Ltd., 132 
P. (2d) 60; Dec. 14, 1942. 


Summers held a note secured by trust 
deed‘on real property, which by its terms 
was subject to first trust deed held by de- 
fendant bank. Sale was had under the 
first trust deed after limitations had run 
against the note. Prior to that sale, the 
holder of the second trust deed had ac- 
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quired, through foreclosure, the trustor’s 
(owner’s) interest in the property. 

HELD: Power of sale under trust deed 
could be exercised after action on the note 
was barred. Defendant therefore prevailed 
in this quiet title suit brought by purchaser 
at foreclosure under second trust deed. 

a 
Taxation — Estate — No Irrebuttable 
Presumption That Woman Can Bear 
Children as Long as She Lives 
Massachusetts—Supreme Judicial Court 

Commissioner v. Bullard, 1943 A.S. 77; Jan. 27, 

1943. 

The question was whether certain gains 
on sales of securities by the trustee under 
the will of X were taxable on the ground 
that they were being accumulated for un- 
born or unascertained persons. Under the 
will the income was payable to X’s two 
daughters, A and B. On the death of either 
her share of the income and principal went 
to her issue. If either died without issue, 
the whole income went to the survivor. 
There was a gift over if both died without 
issue which was held to be invalid, so that 
the remainder interests went to the daugh- 
ters as intestate property. The daughters 
were non-residents. Both daughters were 
unmarried, and the Appellate Tax Board 
found on all the evidence that neither could 
have children. One was fifty-two and the 
other sixty-two, and the former had had an 
operation, so that the undisputed medical 
evidence was that neither could have chil- 
dren. The question was whether the Board 
could make such a finding. 

HELD: The so-called irrebuttable pre- 
sumption or rule of law that a woman is 
able to bear children as long as she lives has 
been applied in cases involving estates tail 
and the Rule against Perpetuities, but it is 
not a universal rule. It does not apply to 
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tax cases. Accordingly the Board acted 
properly in receiving evidence as to the pos- 
sibility of either of the daughters having 
children, and on the evidence the Board was 
right in its finding that they could not have 
children and in its resulting ruling that the 
income was not being accumulated for con- 
tingent interests but for the vested inter- 
ests of non-residents. 

The court held that the daughters really 
had reversions, not remainders, but that the 
tax statute was broad enough to cover re- 


versions. 
———0 


New Bar Committee Heads 


The Directory of the American Bar 
Association, recently published, lists the 
following chairmen of committees of the 
Probate and Trust Law Divisions: 

Estates of Veterans: William O. Wil- 
son, Cheyenne, Wyo. 

Improvement of Probate Statutes: . 
R. G. Patton, Minneapolis. 

Effect of War Legislation on Trusts 
and Estates: Francis W. Hill, Jr., Wash- 
ington, D. C. 

Soldiers and Sailors Wills: 
Paul Griffin, St. Louis. 

State and Federal Taxation: Walter L. 
Nossaman, Los Angeles. 

State Legislation Affecting Trusts and 
Estates: Emerson R. Lewis, Chicago. 

Substituted Fiduciaries for Fiducia- 
ries in War Service: Ferris D. Stone, De- 
troit. 

Trust and Probate Decisions: Arthur 
F. Young, Cleveland. 

Trust and Probate Literature: P. Phil- 
ip Lacovara, New York City. 
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